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Actual 
Year Ended 
December 31, 1998 


Forecast 
Year Ended 


December 31, 1998" 


Actual from 
commencement 
of operations on 

June 23, 1997 to 
December 31, 1997 


S$ Millions 


Sales 399.8 440.5 169.6 
Operating earnings 68.5 68.8 9-6 
Earnings available for distribution 43.8 ot eae (47) 
Distributable cash 68.3 68.0 5.8 
Distributions declared To.) N/A 28.5 
Total assets 1,144.6 N/A 120325 
3 Per Stapled Unit and equivalent amounts (except as noted) 
Earnings available for distribution 0.63 0.62 (0.12) 
Distributable cash 0.98 N/A 0.15 
Distributions declared 1.08 N/A 0.58 
Weighted average Stapled Units 

& equivalents outstanding (000s) 69,608 69,608 D071 
Price range per Stapled Unit on 

The Toronto Stock Exchange 
— High 11.60 N/A 16.00 
— Low 7.30 N/A 9.90 
— Close [Ono N/A 10.35 


(1) From the Updated Forecast dated February 16, 1998 as contained in the Company's 1997 annual report. 
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RESULTS-BASED REGULATIONS ADOPTED FOR LOGGING ON PRIVATE LAND 
REDUCED LOGGING COSTS BY $11 PER M3, OR 13.7% VS. 1997 

REDUCED INVESTMENT IN WORKING CAPITAL BY $30 MILLION 
DECREASED YEAR-END LOG INVENTORY BY 101,000 M3 

INNOVATIVE LABOUR AGREEMENT REACHED AT ELK FALLS LUMBERMILL 
COMPLETED MAJOR CAPITAL REORGANIZATION 


ACHIEVED FORECAST DISTRIBUTABLE CASH OF $68.0 MILLION 
DECLARED CASH DISTRIBUTIONS TO UNITHOLDERS TOTALLING $1.08 

PER STAPLED UNIT 

INCREASED LONG-RUN SUSTAINABLE YIELD ON OUR PRIVATE LAND 

BY 33% TO 2.4 MILLION M3 

REMOVED 60,000 HECTARES OF PRIVATE LAND FROM TREE FARM LICENCES 
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A Stapled Unit is a unique form of security that combines the attributes of common shares, preferred shares and debt in a single security. 
TimberWest Forest Corp. Stapled Units consist of one common share, 100 preferred shares and approximately $8.98 face amount of Series A 
Subordinated Notes. These are “stapled” together as a single unit trading on The Toronto Stock Exchange under the symbol TWF.UN. Holders of 
TimberWest Forest Corp. Stapled Units are entitled to annual interest of approximately $1.08 per Stapled Unit on the Subordinated Notes, 

plus any distributable cash in excess of this amount as declared by the company’s Board of Directors. 


TimberWest at a Glance 


TimberWest Forest Corp. was incorporated on January 31, 1997 and acquired portions of the 
business of TimberWest Forest Limited on June 23, 1997 and the private timberlands of Pacific 
Forest Products Limited on December 10, 1997. TimberWest Forest Corp. is one of Canada’s 
largest businesses operating exclusively in the solid wood segment of the forest industry. 


It operates entirely in the coastal region of British Columbia, where it is engaged primarily in 


the harvesting and sale of logs. In order to optimize the value realized from its fibre resource 
and private land base, the company is also engaged in the processing and sale of softwood 


lumber and the monetization of higher use properties. TimberWest Forest Corp. owns 334,000 


annual Crown land harvest rights of 1.3 million m? of logs, two lumbermill complexes, and 
5,500 hectares of higher use properties. Stapled Units of TimberWest Forest Corp. are traded 
on The Toronto Stock Exchange under the symbol TWE.UN. 


hectares of private timberlands with a long-run sustainable yield of 2.4 million m? of logs, | 


TIMBERLAND HARVEST 
SALES BREAKDOWN BREAKDOWN LUMBER CAPACITY CHIP CAPACITY 
[thousand m3] [million fbm] [thousand m3] 


® Lumber ™ Real Estate © Crown Tenures © Elk Falls @ Elk Falls 
® Logs @ Wood chips @ Private Timberlands Cowichan ® Cowichan 
and other 


TIMBERWEST HISTORY 


Mackenzie lumbermills and 
Crown timber tenures acquired 
from Fletcher Challenge 
Canada Limited. 


Together with Doman Forest 
Products Limited, reached 
agreement to purchase Pacific 
Forest Products Limited. 


JANUARY 1996 


JULY 1997 


TimberWest Forest Limited created through IPO 

* assets formerly owned by Fletcher Challenge Canada 
Limited including coastal lumbermills and logging 
Operations, as well as Williams Lake lumbermill and 
Crown timber tenures. 

* Fletcher Challenge Canada Limited retained 
51% ownership. 


© $335.4 million of equity and $325.4 million of bank 
financing raised to form income trust to acquire 
100% of TimberWest Forest Limited coastal operations. 
¢ Mackenzie and Williams Lake operations sold to 
Slocan Forest Products Ltd. and Riverside Forest 
Products Limited, respectively. 


Raised $200.2 million through 
issue of special deposit warrants 
on an instalment basis to 
finance Pacific Forest Products 
Limited acquisition. 


JUNE 1997 
AUGUST 1997 


DECEMBER 1993 


+ LOG HARVEST 


[thousands m*] 
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LUMBER PRODUCTION 
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© Capital of TimberWest Forest Corp. reorganized into common 
and preferred shares and existing subordinated notes 
retired and replaced with Series A Subordinated Notes. These 


DECEMBER 1997 


© Completed purchase of Pacific Forest Products 
Limited consisting of private timberlands 
at a cost of $460.9 million. 

© Raised additional equity totalling $275.0 
million through issue of instalment receipts. 

© Special deposit warrants fully paid and 
exchanged for trust units. 


OCTOBER 1998 
e 


© TimberWest Forest Corp. 
(formally TimberWest Forest Management Limited) 
issues $125 million of five year, 
6.5% Senior Unsecured Debentures. 


FEBRUARY 1998 


instruments listed on The Toronto Stock Exchange as a Stapled Unit 
under the symbol TWF.UN. Trust Units of TimberWest Timber Trust 

cease to trade publicly, but each Trust Unit redeemable for 

one Stapled Unit of TimberWest Forest Corp. 

TimberWest announces receipt of regulatory approval to proceed 

with a normal course issuer bid under which it can repurchase up 

to 5% of its issued and outstanding Stapled Units until October 6, 1999. 
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“ From the outset, we have said that 


TimberWest can generate strong 
and stable cash distributions, even 
in difficult times. ‘The year ahead 
will provide every opportunity to 
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To Our Unitholders: 

When we first outlined our high expectations for the 
newly created TimberWest Timber Trust, many in the 
industry responded with skepticism. 

Conditions in our primary log and lumber markets were 
poor, and most British Columbia forest companies were 
bracing for one of the worst years in their history. Yet. 
we were claiming a unique ability to respond to market 
conditions, and forecasting strong performance for 1998. 
At the close of 1998, we are pleased to report that we 
have performed as promised. 

TimberWest’s 1998 financial results are excellent. 

We achieved our forecast by generating distributable cash 
of $68.3 million on sales of $399.8 million. Our operating 
earnings were $68.5 million, and we generated $82.6 
million of cash from operations, after working capital 
changes. 

During the year, we announced distributions of $75 
million, or $1.08 per Stapled Unit, to our unitholders. 
Based on the average market value of our units during 
1998, this represented a yield in excess of 11.5 per cent. 
While turning in these results, we also maintained a very 
strong balance sheet, reducing our overall debt position 


by year-end. 


Brian Pigeon, Faller (left) and Barry Hicks, Log Quality 


These results are particularly impressive given that 
market conditions were worse than predicted. The Asian 
crisis drove Japanese housing starts to their lowest point 
in 14 years, resulting in sustained weakness in the 
Japanese lumber market throughout 1998. While the 
North American housing market was considerably 
stronger, the diversion of lumber products away from 
Japan and into North America created an oversupply 
situation, which depressed product prices. Most global 
pulp and paper markets were also weak, keeping prices 
for B.C. coastal pulp logs and wood chips at low levels. 
As a result of these conditions, TimberWest’s 1998 
average sales realizations for its products were 10-15 per 
cent lower than forecast. But we had a major advantage. 
Already the owner of some of Canada’s most valuable 
and productive private timberland holdings, with the 
acquisition of Pacific Forest Products Limited in 
December 1997, TimberWest’s holdings grew to one of 
Canada’s largest. During 1998, we set about capturing 


its value. 


The Private Timberland Advantage 

The Pacific acquisition increased Timber West's private 
coastal timberland holdings from 210,000 to 334,000 
hectares. Our new holdings quickly began delivering the 
higher margins, increased operating flexibility and 


enhanced market access that are characteristic of 
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private timberlands. They also gave 
us a timber inventory and species 
mix that made it possible to better 
respond to market conditions. 

With larger volumes available, we 
were able to increase shipments to 
both domestic and international 
customers during 1998. In particular, 


large new inventories of Douglas fir 


-— yemains 
committed 


helped us supply the ongoing demand 
for this species, while realizing premi- 
ums over other coastal species. 

Our well-balanced mix of hemlock, 
balsam, cedar and cypress also let us 
target individual market opportunities 


as they emerged. 


Increased Long-Run Sustainable Yield 
An even more significant benefit of 
the Pacific acquisition came in the 
form of larger volumes of mature 
second growth timber, which 


enhanced our age class distribution. 


In July, an assessment of the com- 
bined TimberWest and Pacific lands 
supported a 33 per cent increase in 
our long-run sustainable yield from 
1.8 to 2.4 million cubic metres. 

This assessment was confirmed by 
the independent consulting firm, 
Mason, Bruce and Girard of Portland, 
Oregon. Better estimates of site 


productivity and the positive effects 


of intensive silviculture and genetics 
programs were also important factors 
in the increased yield. 

For unitholders, this increase in yield 
represents a substantial increase in 
value. A larger private harvest gives 
TimberWest even greater flexibility 
to tailor harvest plans to changing 
market conditions. The new yield 
level made a significant contribution 
to 1998 results, and it will go on 
making a contribution every year 
into the future. It is fully sustainable. 


Low Costs, High Standards 


Nineteen ninety-eight financial 
results were further strengthened by 
the smooth integration of the Pacific 
operations. Thanks to the efforts 

of our employees, the operational 
efficiencies realized in 1998 exceeded 
initial expectations, contributing 


Dave Kral, Operations Superintendent, Cowichan 
Woodlands (left) and Brad Laughlin, Production 
Supervisor 


$5 million to our bottom line. We 
anticipate annual savings will grow 
as we continue to capitalize on the 
full range of synergies arising from 
the Pacific acquisition. 

A 1998 accomplishment we take 
particular pride in is our 13.5 per cent 


year over year reduction in logging 
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costs. From increased use of mecha- 
nized logging, to more efficient 
transportation systems, people 
throughout both our Crown and 
private land operations found ways 
to lower costs, while maintaining 
TimberWest’s high standards of 
forest management. 

Responsible and sustainable forest 
management is an imperative for 
Timber West — both on our private 
lands and Crown tenures. During 
1998, we worked with the Province 
of British Columbia on new results- 
driven guidelines for managing 
private timberlands put forward by 
the Private Forest Landowners 
Association. TimberWest participated 
actively in the process to create these 
cuidelines. They reflect the practices 
already used on our lands to provide 
environmental protection and preserve 
the long-term value of our resource. 
We were pleased when these guide- 
lines were adopted by the government 
in January 1999. 


Real Estate 


As a result of the Pacific acquisition, 
TimberWest has become the 

largest private landowner in British 
Columbia. Our objective is to 
optimize the value of our land. 

This includes identifying properties 
where the real estate value potential 
exceeds the value of continued timber 
production. To ensure we continue 
to maximize the value of our land, 
we created a separate real estate 
business unit in 1998. 

During 1998, we completed the sale 
of 1,750 hectares of land as part 

of this strategy, contributing $9.6 
million to distributable cash. We also 
continued to develop and classify 
our inventory of higher-value lands. 
ending the year with 5,500 hectares 
of these properties identified. 


Lumber Achievements 


It was a difficult year for our lumber 
operations in 1998. Adverse market 
conditions and a strike at the Elk 
Falls lumbermill negatively affected 
lumber production and sales. But 
the year also brought successes. 

On September 13, 1998, the 14- 
month Elk Falls strike was settled, 
and an innovative new labour 
agreement that entrenches the mill’s 
business plan, including incentive 
arrangements, was signed. Within 
one week, Elk Falls had resumed 
production, with a union-management 
plan to co-manage the mill. By year- 
end. the mill had achieved cost 
reductions and productivity gains 
that position it well for 1999, 


The Cowichan lumbermill, mean- 
while, had one of the highest 
operating rates of any coastal British 
Columbia lumbermill last year. 
Thanks to the flexibility and cost 
efficiencies of this mill, it was able to 
profitably contribute to the 1998 
results by producing lumber for new 
customers in Belgium, Australia and 
Canada, in addition to the traditional 


products it produces for Japan. 


Management Changes 


Nineteen ninety-eight closed with 
the resignation of Keith Purchase, 
TimberWest’s President and CEO. 
Mr. Purchase helped create the 
original TimberWest Forest Limited 
in 1993, and played a key role in 
building the management team, 
assets and operating strategies that 
provide the base for our future 
success. 

The Board has since appointed Scott 
Folk as President and CEO effective 
April 5, 1999. Mr. Folk brings 
TimberWest significant private 
timberland experience gained 


primarily in the United States. 


He will be instrumental in helping 
Timber West continue to achieve 
strong returns from our existing assets, 
while pursuing new opportunities 


for growth. 


1999 Outlook 


The year ahead promises many 

new challenges for TimberWest. 
Conditions in the Japanese lumber 
market are not expected to improve 
significantly, and the North American 
housing market, while strong, is 
expected to remain oversupplied, 
keeping lumber prices weak. Global 
pulp and paper markets are also not 
expected to improve in the near term. 
Given these conditions, it will be a 
challenge to achieve the same success 
we had in 1998. However, we remain 
confident in our ability to generate 
solid results for unitholders. 

In 1999, we will again be drawing 
on the unique strengths provided by 
our private timberlands in British 
Columbia, with one added benefit. 
On January 26, 1999 TimberWest 
agreed to trade approximately 2,000 
hectares of predominantly old growth 
private timberlands to the Province 
of British Columbia in exchange for 
the release of 60,000 hectares of our 
private land from two Tree Farm 
Licences (“TFL”), 3,300 hectares of 
newly privatized Crown land and 
$500,000 in cash. 

The release of lands from the TFL 
means that TimberWest will now 
enjoy the same operating flexibility 
on these 60,000 hectares that we 
currently enjoy on our other private 
lands. It is a development that will 
significantly enhance our market 
response and cost efficiency in 

1999 and beyond. 

‘Together with resumed production 
from Elk Falls, and continued cost 
reduction throughout our operations, 
these new gains will help to sustain 


our results in the year ahead. 


Enhancing our Future 


On a longer-term basis, Timber West 
remains committed to a strategy of 

achieving profitable growth for our 

unitholders. One final step taken in 

1998 has enhanced our ability to 


achieve that growth. 


On September 30, 1998, unitholders 
approved a change in TimberWest’s 
capital structure, which involved 
replacing existing Trust Units with 
anew “stapled” security. 

The new structure eliminates the 
restriction on non-resident ownership, 
eliminates, or reduces, withholding 
tax for non-residents and provides the 
company with better access to capital 
markets outside of Canada. Together 
with a strong balance sheet, our new 
capital structure positions TimberWest 
to take advantage of opportunities 

to grow our business in B.C., or 
elsewhere. 

TimberWest truly enjoys unique 
advantages. We have a remarkable 
private land asset, and the proven 
management ability to capture its 
value. We also have opportunities 

to continue building value for our 
unitholders. Our future looks very 
bright indeed. 

In closing, we wish to thank everyone 
who contributed to the successes of 
1998. We are very proud of the 
TimberWest team. 


On behalf of the Board of Directors. 


OE 


Thomas A. Buell 
Interim President & CEO 


Of Onighany 


V. Edward Daughney 
Chairman 
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In 1998, ‘TimberWest 
unearthed significant hidden 


value with a 33 per cent 
increase in its long-run 
sustainable yield to 


2,4 million m3. 


Capturing Value 
“Value” is a word you hear regularly around TimberWest. 


From fallers who carefully assess every log-making 
decision, to lumbermill employees actively involved in 
value-adding manufacturing strategies, people throughout 
the company have an ingrained awareness of how to get 
the most from every tree. 


According to Tom Buell, TimberWest’s Interim President 
and CEO, it all comes down to a company-wide belief 
that the end value of a tree is affected every time it is 


handled. 


“We make decisions all along the line that capture as 
much value from our trees as possible,” says Buell. 
“That’s led to some very innovative approaches to the 
way we do business.” 


It has also led to excellent financial performance. In 
a year when many B.C. forest companies struggled, 

Timber West was one of the few that achieved strong 
results. The value approach is clearly working — but 
what triggered the drive for value in the first place? 


Daren Larson, Faller (left) and Brian Pigeon, Faller 


The Forest Resource 


One look at TimberWest’s forest resource answers the 
question. With operations located almost entirely on 
Vancouver Island, British Columbia, the company oper- 
ates in some of the world’s finest softwood timber forests. 
The region’s ideal climate and nutrient-rich soil support 
an advantageous mix of Douglas fir, hemlock, balsam, 
cedar and cypress. 

About one third of TimberWest’s fibre supply comes from 
government-owned “Crown” tenures in the region. But 
the majority comes from TimberWest’s 334,000 hectares 
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of private lands — one of the largest 
and most valuable holdings of private 
timberlands in all of Canada. 
TimberWest assembled this unique 
asset in 1997, when it augmented 

its existing land holdings with the 
acquisition of the private land of 
Pacific Forest Products. 

Vice President and Chief Forester, 
Don McMullan, compares the size of 
the private lands to the State of 
Rhode Island, noting that 
TimberWest’s holdings are a little 
larger. And size and a superb species 
mix are just two of the things these 
lands have going for them. 

“When we brought the TimberWest 
and Pacific lands together, we 
dramatically improved our age class 
distribution. The Pacific lands 
contained more of the older second 
growth age classes — stands that are 
either at, or approaching, harvest 
age. Combined with Timber West's 
younger profile, the result was a very 
even range of tree ages across our 
land base. This was one of the things 
that supported last year’s increase 

in our long-run sustainable yield,” 


says McMullan. 


Increasing the Yield 

Timber West's original long-run sus- 
tainable yield was set at 1.8 million 
cubic metres — a number arrived at 
by taking the levels set for 
TimberWest’s and Pacific’s individual 
land holdings and adding them 
together. In 1998, an assessment of 
the combined private lands unearthed 
significant hidden value by supporting 
a 33 per cent increase in its long-run 
sustainable yield. 

Mason, Bruce and Girard, a forest 
consulting firm based in Portland, 
Oregon, confirmed the assessment 

of TimberWest’s lands and forest 
inventories. After evaluating existing 
growth information and timber 
inventories, the impact of environ- 
mental constraints, and the benefits of 
TimberWest’s tree improvement and 
reforestation programs, they concluded 
that the long-run sustainable yield 
could be conservatively set at 2.4 mil- 
lion cubic metres. For TimberWest’s 
forestry team, the results confirmed 
the validity of past investments in 
intensive silviculture. 

“We've been working to improve 
productivity with our planting pro- 
grams for four decades, and our tree 


improvement programs have been in 


L0G 


ANNUAL LOG FLOW 


[million m’] 


Log Production 
® Private Timberlands 
@ Crown Tenures 


Log Consumption 
B® Elk Falls Lumbermill 
® Cowichan Lumbermill 


Operating Log Surplus 
= 2.7 million m? + 
340,000 m? of wood chips 


place for the past 30 years,” says 
Chief Forester, Don McMullan. 

He adds that the company’s emphasis 
on soil conservation and selective use 
of late rotation fertilization have also 
contributed to higher productivity, 
and there is potential for more 
increases over time. 

“We're now moving into new areas 

of silviculture like embryogenesis 


which involve planting seedlings of 


M Av ON? UVR OA CT “US Rete eN GG 


TimberWest is finding new and better ways of responding to 


market opportunities. This includes a shift to mechanized 


harvesting systems that accommodate a fast response, while 


still meeting objectives for environmental protection and cost 


efficiency. Fast, safe and efficient, this equipment enhances 


flexibility and minimizes ground disturbance. 


Eric Jennett, Processor Operator 
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consistently excellent quality, Programs 
like these let us produce more timber 
off the same land base, and that will 


continue to increase our yield.” 


A Large, Private Log Supply 


With 2.4 million cubic metres of 
long-run sustainable yield, 
TimberWest already enjoys unparal- 
leled access to private timber and its 
many advantages. Nearly two thirds 
of its logs now come from private 
lands, whereas most B.C. companies 
rely entirely on stumpage-bearing 
Crown timber. 

Erik Bentsen, Senior Vice President 
Coast Logging, explains that logs 
from private lands provide a major 
cost advantage because they are free 
from stumpage charges and the gov- 
ernment'’s costly regulatory processes. 
Private timberlands also provide a 
much higher degree of operational 
flexibility than Crown tenures. 


“Our private lands let us do what 
other industries take for granted,” 
says Bentsen. “They let us respond 
quickly to market needs because we're 
not constrained by the paperwork that 
slows operations on Crown tenures. 
We also have greater freedom to 
match logs to individual customers — 


6 a We oh 
both in B.C. and around the world. 


The freedom to sell logs to a full 
range of customers proved critical in 
1998's tough market conditions. 
TimberWest produces logs that fall 
into three broad market categories: 
domestic saw logs, pulp logs and 
export logs. John Kelvin, the compa- 
nys Manager, Log Trading says that 
while prices in each of these markets 
were depressed last year, there were 
opportunities nonetheless. According 
to Kelvin, ongoing demand for sec- 
ond-growth Douglas fir delivered a 
significant premium over 
hemlock/balsam, particularly in 


export markets. 


OPTIMIZING “RETURN TO TREE” 
Douglas Fir Prices by Sort (1998) 


Old Growth 


Pulp $44/m? 
Utility $56/m? 
Gang $74/m> 
Standard $124/m* 
Peeler $196/m? 
Export $259/m* 
Hi Grade $426/m? 


“Fully 45 per cent of TimberWest’s 
total merchantable timber inventory 
is made up of Douglas fir,” says 
Kelvin. “We had both the right log 
mix and the ability to take advantage 
of those premiums.” 

Kelvin adds that opportunities also 
arose from the market trend towards 
smaller log inventories. 

“As log customers move to tighter 
and tighter inventories to reduce 
their working capital requirements. 
they can run into problems when 
inventories become too low. At that 
point, customers will pay a premium 
to the supplier that can help them 
solve their inventory problems 
quickly,” says Kelvin. 

Timber West has learned to be that 


supplier. 


Harvesting Operations 


Responding to windows of opportunity 
has meant adopting a new style of 
operating — one that shares more in 
common with modern manufacturing 
facilities than with traditional logging 
operations. 

Says Manager Production Planning, 
Rory Hill, “In essence, we're applying 


just-in-time market approaches into 


Second Growth 


Pulp $44/m? 
Chip n’ Saw $47/m?* 
Gang $74/m* 
Standard $90/m? 
Peeler $99/m? 
Export $157/m> 


our logging operations. This involves 
keeping close tabs on what kind of 
logs the market wants us to provide. 
and having the means to go and 
produce them very quickly.” 
Information is the key. In recent 
years, TimberWest has compiled 
extensive timber inventory and 
harvest planning information onto its 
computer systems. New 20-year plans 
are providing an even clearer picture 
of individual stand values and the 
operating flexibility related to each 


one. 


Kevin Kyle, Engineer 
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The company has also developed 


better methods of sharing information 
between marketing, production 
planning and logging operations. 

The end result is the ability to shift 
gears literally overnight. 

“We changed our harvesting plans 

40 to 50 times over the course of 

last year to respond to market 
opportunities. In the past, these 

kinds of changes would have been 


unthinkable,” says Hill. 


New Technologies 

An evolution in logging technology 
has helped TimberWest refine its 
market response — both on its private 
lands and on Crown tenures. 

“We're moving to harvesting systems 
that let us react quickly, and yet still 
meet our objectives for environmental 
protection and cost efficiency,” says 
Area Manager, Private Lands, Gerry 
Young. 

For example, TimberWest is increasing 
its use of mechanized systems. Fast, 
safe and efficient, this equipment 


enhances flexibility and minimizes 


L O G QUA tat 


The drive to capture value can be seen at all stages in TimberWest’s 


operations. At the Shoal Island Dry Land Sort, scalers accurately assess 


individual logs for grade, length and diameter, and then assign them to 


one of more than 150 different log sorts. This careful attention to 


grading and sorting helps TimberWest realize the best possible price for 


each log, and ensures that customers end up with logs that meet their 


exact requirements. 


Rijk Visscher, Log Grader (top) and Gordon Harker, Senior Scaler 


ground disturbance. The company 
also relies on helicopters to provide 
quick access to old growth stands. 


“Helicopter logging allows us to 
harvest high-value stands that would 
be inaccessible if we had to rely on 
building roads. It also minimizes 
environmental impacts,” say Young. 
In the Cowichan Woodlands, 
Operations Superintendent Dave Kral 
emphasizes that the focus is on value 
— not on speed. And that includes 
respecting the value of workers’ safety. 
“Safety comes first. If it’s not safe we 
don't do it. Period. We also have to 
balance the cost of procuring the logs 
against the value we can realize from 
them. Helicopter logging is great, but 
it’s expensive, so the values have to 
be pretty compelling before we'll opt 
for that method,” says Kral. 

Cost efficiency is an integral part 

of TimberWest’s effort to maximize 
value. During 1998, the company 
exceeded its target of a 10 per cent 
reduction in log costs, primarily as a 
result of the shift to mechanized 
logging, and economies arising from 
the integration of the Pacific and 


TimberWest operations. The cost 


reductions also reflect the efforts of 
company employees to find better 
and more efficient ways of operating. 


Says Doug Mosher, Area Manager, 
Public Lands, “It comes down to 
people working together to create 
innovative solutions — even if that 
means breaking down old barriers in 
the process. Our people are delivering 
the efficiencies — and they re doing it 
in literally hundreds of different 


ways.” 


Gary Lawson, Operations Planner 
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The smooth integration of the Pacific 
and TimberWest operations was 
indicative of this cooperative 
approach. 

Says Erik Bentsen, “In our first 

year operating together, we increased 
volumes and lowered costs, all the 
while speeding up our response to 
market opportunities. That was quite 


an achievement.” 


Preparing Logs for Maximum Value 
The drive to capture value takes on 
new dimensions once trees have been 
felled. At this stage, critical decisions 
must be made about how to divide 
each tree into logs. There are usually 
several different log combinations 
possible for any given tree, and each 
combination will deliver a different 
end-value depending on current 
market conditions and customer needs. 
TimberWest’s Manager Log 
Distribution, Darshan Sihota, puts 

it this way: “You want to make 
decisions based on getting the best 
value - not just the best log lengths 
out of each tree. But the best value 
solutions are not always obvious. ” 
TimberWest has tackled the challenge 
by making sure the decision-makers — 
fallers and buckers — have the skills 
and information needed to make 
market-focused log manufacturing 
decisions. To this end, the company 
has formed a group of 20 specially- 
trained log sealers. These experts work 
with individual loggers to compare 
their actual log manufacturing 
solutions with the best solution 
available from a market standpoint. 
Hand-held computers with custom- 
designed software assist scalers in 
making the value assessments. 

To better capture market shifts, 
TimberWest will often delay log 
preparation decisions. In some second 


growth stands. crews move entire 


ENVIRONMENTAL AND 
COMMUNITY CONSIDERATIONS 


TimberWest’s environmental protection capabilities have evolved in 
step with its changing operating style. An Environmental Management 
System (EMS) has been in place since 1995 to systematically reduce 
environmental risk. During 1998, the company began preparing for 
ISO 14001 certification in order to take the EMS to a new and more 


sophisticated level. 


TimberWest’s Integrated Resource and Analysis Section (IRAS) 
also helps to manage and reduce environmental risk. Made up of 
a highly respected team of experts in water, soil and hydrology, 
IRAS is immediately available to advise TimberWest’s forestry and 


operations crews on environmental procedures and issues. 


Steve Lackey, Land Use Forester, Private Lands says, “It’s often 
perceived that private land owners have free rein on their lands. 
That's simply not true. We come under federal and provincial 
regulation of erivironment and fisheries. In 1999, we'll also be 
governed by a new set of provincial forest practices regulations 
for private lands. This results-based regulation focuses on water 
quality, fish habitat, critical wildlife habitat and soils - while 


letting us retain our operating flexibility.” 


The company also works to maintain positive relationships with 

the community. Lackey and fellow land use forester, Steve Lorimer, 
work full-time to identify and address issues that affect neighbours to 
TimberWest’s Crown tenures and private lands - even though there is 
technically no requirement for community consultation on private 


lands. 


“It’s all part of capturing value on our lands. With the goodwill of 
our neighbours, it becomes much easier to operate and meet the 


needs of our customers,” says Lackey. 
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trees to roadside, reserving decisions 
about how to divide them into logs 
until they are about to be shipped to 
market. 

\fter logs are cut, careful sorting 
helps to protect their value. According 
to Darshan Sihota, TimberWest puts 
considerable effort into ensuring 
consistent sorting. “It’s something 
customers appreciate, because we 
can be very precise in giving them 
logs that fit their needs exactly. We 
capture the most value when we can 
deliver what our customers expect.” 
Erik Bentsen says an even better way 
to give the market exactly what it 
needs is to identify the customer prior 
to harvesting. 

“Some customers come out and view 
the timber while it’s still standing. 
That way we can identify the specific 
fibre characteristics and the lengths 
and diameters that best meet their 
needs. In some situations, we can 
also bypass the log-sort and ship 
directly to the customer. This costs 
less. and shortens our delivery time,” 


says Bentsen. 


Lumber’s Valuable Role 


About two thirds of TimberWest’s 
logs are sold to manufacturing 
customers, mostly in British 
Columbia. The remainder are 
directed to the company's Elk Falls 
and Cowichan lumber manufacturing 
facilities. Here the focus is no longer 
on protecting value. It’s on adding 
value. 

Ron Sangster, Senior Vice President 
Marketing says TimberWest’s lumber 
programs are all about adding value 
to the company's smaller, second 
growth hemlock/balsam and Douglas 
fir logs. 

“Our manufacturing operations build 
value by finding product niches that 
suit this fibre,” says Sangster. 
Currently, the mills focus on produc- 
ing Douglas fir lumber for Australia 
and Belgium, and specialized 
traditional housing components for 
the Japanese market. The company’s 
Cowichan mill is also one of the very 
few North American mills that can 
produce the long-length timbers used 
in mines, railway bridges and other 


industrial applications. 


The ability to produce these niche 
products played an important role in 
last year’s tough market conditions. 
Sangster points out that Cowichan ran 
most of last year — one of few coastal 
mills to do so. The mill produced 
more than 100 million fbm of lum- 
ber, and made a positive contribution 
to earnings, despite operating in the 
worst market since 1982. 

“Cowichan can change from one 
product to the next overnight,” says 
Sangster. “Not only does this let us 
respond to niche markets, it helps 

us meet customers’ just-in-time 
inventory needs — and that’s one of 
the new facts of doing business,” 

says Sangster. 

Although closed by a strike for much 
of the year, the Elk Falls mill also 
ended the year on a positive note. 
“The strike was settled with a new 
long-term contract linked to the mill’s 
business plan,” says Mark Leitao, Elk 
Falls Manager. “As part of that plan, 
we re looking to improve productivity. 
reduce costs, improve safety and 


become more flexible.” 


MAO CR Ke BeoT 


REsE So) Py Oc Nee Ss) Ee 


TimberWest’s commitment to responding to the market has led to 
innovative ways of working with customers. For example, rather 
than buying pre-cut logs from booms, customers can visit 
TimberWest’s private lands and view a stand of trees. TimberWest 
will then process the trees according to the customer's exact 
specifications and timing requirements. In some cases, logs can 
be shipped directly from the harvest site to the customer's 


manufacturing facility, saving time and money. 


Tak Miyagi, Representative of Itochu International Inc. (left) and Steve Gillett, Log Trader 
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Keeping costs down is a priority for 
both Elk Falls and Cowichan, and 
the mills are expected to perform in 
the top quartile of B.C. producers in 
1999. Close cooperation with logging 
operations will help them meet that 
target. 

Says Leitao, “We’re a customer of 
our log operations, and we get to see 


the benefits of their work first-hand. 


Mark Leitao, Manager, Elk Falls Lumberinill (left) 
Ron Sangster, Senior Vice President, Marketing 
and Merl Eckford, Planer Mill Superintendent, 
Elk Falls Lumbermill 


They ve done an impressive job of 
supplying the exact log lengths we 
need, getting the timing right, and 
paying close attention to our product 
programs. It all helps improve 
efficiency.” 

Some of the new product programs 
TimberWest is working on include 
new uses for hemlock. An exception- 
ally strong wood with unique 
compression characteristics, hemlock 
has excellent potential in applications 
where these traits matter. The compa- 
ny is currently promoting hemlock in 
Japan as part of a joint effort with 
other B.C. lumber producers. 

“Vou won't succeed in the lumber 
business by simply cutting costs,” 


says Sangster. “You have to create 


a mix of products that add value to 
your fibre — products that customers 


really want and need.” 


Enhancing the Value of the Land 
From the forest, to the harvest site, 
to the log sort, to the lumber mill, 
every part of TimberWest’s operations 
focuses on capturing the value of 
the timber. Does it end there? 
According to Gary Cowan, Senior 
Vice-President, Real Estate, capturing 
value also depends on strategic 
management of the land base itself. 
“We have to ensure that we have 

the right timberlands in terms of 
productivity and operational 
efficiency,” says Cowan. “Lands 
that do not meet these criteria fall 
into a surplus category, and we 

will sell or trade these parcels to 
strengthen our holdings.” 

Some of these surplus properties are 
what Cowan calls “strategic” lands. 
These are located near fast-growing 
communities or in prime recreational 
areas on Vancouver Island. Here 

the value of the real estate is greater 
than the value of continued timber 
production. 

When the TimberWest and Pacific 
lands were combined in 1997, the 
company identified 5,500 hectares 
of surplus lands comprising both 
non-core timberlands and strategic 
properties. These lands are in 
addition to the company's 334,000 
hectares of private timberlands. 
During 1998, TimberWest sold 1,750 
hectares of the surplus properties for 
59.6 million. The majority of sales 
involved the transfer of non-core 
timber holdings to other forestry 
operators. 

A more significant transaction was 
conducted early in 1999, On January 
26, TimberWest agreed to trade 


approximately 2,000 hectares of 


predominantly old-growth private 
timberlands to the Province of British 
Columbia for park purposes in 
exchange for the release of 60,000 
hectares of private land from two 
Tree Farm Licences (“TFL”), 3,300 
hectares of newly privatized land 

and $500,000 in cash. 

The release of lands from the TFL 
means that TimberWest will now 
enjoy the same operating flexibility 
on these 60,000 hectares that it 
enjoys on its other private lands. 

It is a development that will signifi- 
cantly enhance the companys market 
responsiveness and cost efficiency in 
1999 and beyond. 

Cowan says the real estate group 
identified additional strategic 
properties in 1998, ending the year 
with a 5,500 hectare portfolio of 
surplus lands. Progress was also made 
with rezoning the Company s strategic 
properties and gaining development 
approvals. 

“We're laying the groundwork for 
future opportunities with our strategic 
land holdings. Right now, the real 
estate market on Vancouver Island 

is feeling the effects of a weaker 
economy. But this is one of Canada’s 
fastest growing regions, and the 
communities here have a lot of 
appeal. We’re preparing for when 

the real estate market picks up 
again.” 

As in every other part of its operations, 
the goal is to capture the best possible 
value for TimberWest’s unitholders. 
It's what made the difference in 1998. 
It is what will continue to make the 


difference in the years to come. 
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TimberWest is committed to protecting key public 
environmental values on its private lands. 


Over the past several years, the company has taken a 
major role on behalf of the Private Forest Landowners 
Association in negotiations leading to the implementation 
of a forest practices regulation for private forest lands. 
This regulation focuses closely on protecting water quality, 
fish habitat, critical wildlife habitat, and soil conservation 
— the key public environmental values identified by 
government. 


It is important to note that unlike Crown lands regulation, 
the new private lands regulation is results-based, provid- 
ing considerable freedom in planning how operations can 
protect the key values. Planners and field layout staff 
must identify the specific characteristics of each situation 
and plan operations in ways that will deliver the required 
protection, but there is nothing to stand in the way of 
achieving operational efficiency at the same time. 


Although the new regulation will not be officially instituted 
until the spring of 1999, TimberWest volunteered to 
implement the new practices standards early in 1998. 
During the year, specialists in hydrology, fish and wildlife 
habitat, and soils from TimberWest’s Integrated Resources 
Analysis Section, along with the company’s Forestry 
Manager, worked to ensure that the new standards 

were communicated to all field staff. 


Mark Gann, Forestry Crewman 


Crown Lands - A New Partnership 


On Crown lands, operations are governed by the process- 
driven Forest Practices Code. The Code requires detailed 
approvals at various stages in planning proposed opera- 
tions and has proved costly and time-consuming for 

both government and tenure holders. In partnership with 
government's forest and environment staff, TimberWest 
has investigated more efficient ways of handling the 
approval process. This has already resulted in improved 
efficiencies. It has also led to a commitment by all parties 
to work together to achieve both environmental protection 
and increased industry competitiveness. 

In December 1998, this commitment was captured in a 
Memorandum of Understanding signed by the Ministries 
of Forests and of Environment, and the coastal Crown 


FOREST PRACTICES CODE COMPLIANCE 


[Compliance per Inspection - percentage] 


June 16, 1996- 
June 15, 1997 


June 16, 1997- 
June 15, 1998 


June 15, 1995- 
June 15, 1996 


iM TimberWest 
®@ Industry Average 


TimberWest’s environmental performance on Crown lands compares very 
favourably with that of other licencees, and continues to improve, according 
to the Ministry of Forest’s Compliance and Enforcement Annual Reports for 
the past three years. 
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Private Lands: Performance Through Planning 


TimberWest is committed to protecting key public 
environmental values on its private lands. 


Over the past several years, the company has taken a 
major role on behalf of the Private Forest Landowners 
Association in negotiations leading to the implementation 
of a forest practices regulation for private forest lands. 
This regulation focuses closely on protecting water quality, 
fish habitat, critical wildlife habitat, and soil conservation 
— the key public environmental values identified by 


government. 


It is important to note that unlike Crown lands regulation, 
the new private lands regulation is results-based, provid- 
ing considerable freedom in planning how operations can 
protect the key values. Planners and field layout staff 
must identify the specific characteristics of each situation 
and plan operations in ways that will deliver the required 
protection, but there is nothing to stand in the way of 


achieving operational efficiency at the same time. 


Although the new regulation will not be officially instituted 
until the spring of 1999, TimberWest volunteered to 
implement the new practices standards early in 1998. 
During the year, specialists in hydrology, fish and wildlife 
habitat, and soils from TimberWest’s Integrated Resources 
Analysis Section, along with the company’s Forestry 
Manager, worked to ensure that the new standards 

were communicated to all field staff. 


Mark Gann, Forestry Crewman 


Crown Lands - A New Partnership 


On Crown lands, operations are governed by the process- 
driven Forest Practices Code. The Code requires detailed 
approvals at various stages in planning proposed opera- 
tions and has proved costly and time-consuming for 

both government and tenure holders. In partnership with 
government's forest and environment staff, TimberWest 
has investigated more efficient ways of handling the 
approval process. This has already resulted in improved 
efficiencies. It has also led to a commitment by all parties 
to work together to achieve both environmental protection 
and increased industry competitiveness. 

In December 1998, this commitment was captured in a 
Memorandum of Understanding signed by the Ministries 
of Forests and of Environment, and the coastal Crown 
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TimberWest’s environmental performance on Crown lands compares very 
favourably with that of other licencees, and continues to improve, according 
to the Ministry of Forest’s Compliance and Enforcement Annual Reports for 
the past three years. 
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tenure holders. It requires cultural 
change on the part of staff of all parties, 
and is currently being implemented at 
all levels in the plan approval process. 
When fully operational in late 1999, 
this new working relationship is 
expected to reduce costs, while main- 
taining and increasing the effectiveness 


of environmental protection. 


Performance Assurance 


Timber West is pursuing independent 
certification for its forest and 
sawmilling operations under the 
International Standards Organization's 
environmental systems standards 
(ISO 14001 EMS). Once certified, 
the company can provide assurances 
to its customers that the products 

it offers for sale are derived from 
sustainably managed forests, and 

are manufactured in facilities which 
are environmentally responsible. 
KPMG LLP has been retained to assist 
in readying the company for the 
certification audit which is scheduled 
for the spring of 1999. 

ISO certification requires maintenance 
of the company’s environmental 
management system to a high 
standard. It also requires continual 
improvement in performance. 
TimberWest’s internal audits have 
been redesigned to assess and report 
actual field performance as part of 
the ISO system. These audits are to 
be completed in the spring of 1999, 
and the results will be reported 
publicly. 

Private land forest practices perfor- 
mance will be audited by the Private 
Forest Landowners Association, and 
through TimberWest’s internal audit 
process which involves independent 
auditors. Crown land forest practices 
performance is monitored by staff 
from both the Forests and 


Environment ministries, and by 


SRN Er aT 
w, ; 


Oe as 
j 


Since 1977, TimberWest (through its predecessor 
B.C Forest Products), has supported the San Juan 
Salmon Hatchery - a project initiated by employee 
Maurice Tremblay (now retired) and the volunteers 
of the San Juan Enhancement Society. Thanks to 
their dedication, and a decision by the Ministry 
of Fisheries to ban commercial fishing in the area, 
the number of salmon returning to the hatchery 
has increased from just 2,500 in 1977, to more 
than 56,000 last year. And, of the five species 
now returning to the hatchery, the largest gains 
are being made among Chinook and Coho - 

the two species most at nsk. 


auditors from the independent Forest 
Practices Board. The Board’s results 
are publicly reported. In the three 
years since the Forest Practices Code 
was implemented, Timber West's 
record of compliance has steadily 
improved. To date, operations have 
been successful in avoiding incidents 
which result in significant adverse 
environmental impact. 


Operations Highlights 


> The Cowichan Lumbermill has 
refined the environmental manage- 
ment system, incorporating it with 
loss control management, and is in 
the process of implementing the 
system throughout the mill. 


> Private land staff attended work- 
shops for implementing the Best 
Management Practices set out by 

the Private Forest Lancowners 
Association. 

> Senior management set out expec- 
tations for field operations on private 
lands and have communicated these 
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expectations to key field staff. 


> The independent fish hatchery 
located within TimberWest’s TFL 

46 recorded its largest return of Coho 
and Chinook salmon in its 23 years of 
operation. TimberWest has provided 
financial assistance to this facility. 


> The on-going formal fisheries 
enhancement partnership between 
TimberWest, MacMillan Bloedel, 

and the ministries of Forests and 
Environment completed projects which 
enhanced fish habitat and stabilized 
old roads and stream banks. 


> Funding provided by Forest 
Renewal B.C. was used to reduce the 
environmental impact of old logging 
operations and to employ First 
Nations people on stream protection 
and enhancement works. 


> Fish habitat inventories were 
conducted by several operations and 
by third party local conservation 
groups operating with TimberWest 
support. 


Park Creation 


Under the Vancouver Island Land 
Use Plan, a number of parks were to 
be created on private lands. 
TimberWest successfully negotiated 
a value for value trade with govern- 
ment under which four areas of its 
private lands totaling about 2,000 
hectares of mostly old growth forests 
were acquired by the province in 
exchange for about 3,000 hectares 
of young second growth forests and 
other values. These new parks 
include an expansion to an existing 
ecological reserve in a riparian 
ecosystem, expansion of exisiting 
protected habitat for the endangered 
Vancouver Island Marmot, an 
addition to Strathcona Provincial 
Park, and new lands for the 
Cowichan River Corridor. 


Allowable Annual Cut (AAC): 


The average annual volume of timber 
determined by the Chief Forester 

of British Columbia with respect to 
Crown timber tenures or private tim- 
berlands within a tree farm licence. 


Annual harvest rate: 


The volume of timber which the 
owner of private timberlands expects 
to harvest from those timberlands in 
any particular year. 


Best Management Practices: 


As defined by the Private Forest 
Landowners Association handbook 
means: forest management practices 
in general usage referring to any good 
forest stewardship practices. 


Crown: 


The Provincial Government of British 
Columbia. 


Crown timber tenure: 


An agreement that confers on 
licencees the right to harvest timber 
on Crown land. 


Distributable cash: 


Includes consolidated earnings (loss) 
before income taxes, less current 
income taxes. plus depreciation, 
depletion and amortization, proceeds 
from the sale of certain capital assets, 
net of their loss (gain) on sale, less 
capital expenditures and 

unusual items. 


Earnings available for distribution: 
With the new Stapled Unit structure, 
the accounting treatment for the tax 
benefit associated with the interest 
on the subordinated debt differs from 
that followed previously by the 
TimberWest Timber Trust. The tax 
benefit related to distributions is 

now credited directly to unitholders’ 
equity. Accordingly, reported net 
earnings are charged with the 
residual tax effect. However since 

the actual cash tax impact on the 
company is nil, earnings available 
for distribution are equal to net earn- 
ings that would have been reported 
under the Trust structure. 


fbm: 


One square foot of lumber, one inch 
thick. “mmfbm” means one million 
foot board measure. 


Forest Practices Code: 

Legislation (including the Forest 
Practices Code of British Columbia 
Act and associated Regulations 
Standards and Field Guides) that 
govern forest practices in British 
Columbia which was enacted in 
June 1995. 


Forest Renewal British Columbia: 


A British Columbia Crown corporation 
whose mandate is to plan and imple- 
ment a regionally-equitable program 
of expenditures in order to renew the 
forest economy of British Columbia. 
enhance the productive capacity and 
environmental value of Crown timber 
tenures, create jobs, provide training 
for forest workers and strengthen 
communities. 


Hectare: 
Metric measure of an area equal 
to 2.47 acres. 


Intensive silviculture: 


Improvement of natural stands or 
plantations of trees to increase the 
yield and/or value on harvest by use 
of various techniques including 
genetically improved trees and late 
rotation fertilization. 


Long-Run Sustainable Yield: 

A predictable and stable annual 
volume that balances timber growth 
and timber harvest over an extended 
period of time under certain 
assumptions. TimberWest’s long-run 
sustainable yield is based on a 100- 
year period and reflects assumptions 
associated with regeneration, age 
class distribution, expected growth 
rates, and environmental and econom- 
ic considerations. This is distinct from 
the annual harvest rate, which can 
vary from year-to-year depending on 
economic and other circumstances. 


m3: 

A measure of one cubic metre of solid 
wood British Columbia metric scale 
as determined under the Forest Act 
(British Columbia). “mm?” means 
one thousand cubic metres of solid 
wood so determined. In reference to 
wood chips, “m?” and “mm3” mean 
the solid wood equivalent thereof. 


Merchantable timber inventory: 

In respect of a particular tenure or 
area, the volume of merchantable 
timber which can be commercially 
recovered at the present time. 


Return to tree: 


The final economic value realized on 
each tree harvested 


Second growth: 

The new forest which has regenerated 
on a harvested site, taking the place 
of an original forest. 


Silviculture: 
The science and art of growing 
and tending forest crops. 


Stapled Unit: 

A Stapled Unit is a unique form of 
security that combines the attributes 
of common shares, preferred shares 
and debt in a single security. 
TimberWest Forest Corp. Stapled 
Units consist of one common share. 
100 preferred shares and approxi- 
mately $8.98 face amount of Series A 
Subordinated Notes. These are “sta- 
pled” together as a single unit trading 
on The Toronto Stock Exchange 
under the symbol TWE.UN. Holders 
of TimberWest Forest Corp. Stapled 
Units are entitled to annual interest 
of approximately $1.08 per Stapled 
Unit on the Subordinated Notes, plus 
any distributable cash in excess of 
this amount as declared by the com- 
pany’s Board of Directors. 


Tree farm licence (TFL): 

A replaceable, long-term, area-based 
timber cutting right on which the 
licencee undertakes to manage the 
area to produce a sustainable 
annual harvest. 
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Management s 
Discussion and Analysis 


TimberWest Forest Corp. (“TimberWest”), previously named 
TimberWest Forest Management Limited, is pleased to 
present its operating and financial results for the year ended 
December 31, 1998. This discussion and analysis supplements, 
but does not form part of, the consolidated financial 
statements of TimberWest and notes thereto. It is intended 
to give management's view of TimberWest by providing 

both historical and prospective analysis of its business. 


Unless otherwise specified in this report, “forecast” refers to 
the updated financial forecast for the year ended December 
31, 1998 dated and publicly released on February 16, 1998 
and included in a material change report filed with the 
appropriate Canadian securities commissions on February 18, 
1998, as well as included in the 1997 Annual Report of 
TimberWest Timber Trust (the “Trust”). 


TimberWest was incorporated on January 31, 1997. From its 
incorporation to June 23, 1997, TimberWest did not engage 
in any business operations and all efforts of TimberWest were 
devoted to raising the necessary financing to complete the 
acquisition of TFL Forest Ltd. (“TFL Forest”), previously 
named TimberWest Forest Limited. Accordingly, actual 
comparative earnings are not available for the 1997 year. 
Unless otherwise specified, “prior period” refers to the period 
June 23, 1997 to December 31, 1997, which excludes the 
period during which TimberWest did not have any operating 
activity. 


Highlights and 


Significant ‘Transactions 


TimberWest acquired portions of the business of TFL Forest 
on June 23, 1997 and the private timberlands of Pacific 
Forest Products Limited (“Pacific”) on December 10, 1997. 
TimberWest is one of Canada’s largest businesses operating 
exclusively in the solid wood segment of the forest industry. 
It operates entirely in the coastal region of British Columbia, 
where it is engaged primarily in the harvesting and sale of 
logs. In order to optimize the value realized from its fibre 
resource and private land base, the Company is also engaged 
in the processing and sale of softwood lumber and the 
monetization of higher use properties. 


In July 1998, the Board of Directors approved an increase 
in the long-run sustainable yield on TimberWest’s private 
timberlands from 1.8 million m3 to 2.4 million m3 per 

year. The change was based upon a study conducted by 
TimberWest and confirmed by the consulting firm of Mason, 
Bruce and Girard of Portland, Oregon. TimberWest’s long- 
run sustainable yield is established based on assumptions 
associated with regeneration, age class distribution, 
expected growth rates, and environmental and economic 
considerations and incorporates TimberWest’s objective to 
manage the private timberlands on a long-term sustainable 
basis. This 33% increase in sustainable yield from higher 
margin private timberlands represents a significant increase 
in value to unitholders. 


From the inception of the Trust on February 17, 1997 to 
October 2, 1998, TimberWest was a wholly-owned subsidiary 
of the Trust and TimberWest’s subordinated notes were 

held by the Trust. On September 30, 1998, unitholders and 
instalment receipt holders of the Trust approved a 
reorganization of the Trust and TimberWest. As part of this 
reorganization, TimberWest Forest Management Limited 
changed its name to TimberWest Forest Corp. 


On October 2, 1998, the effective date of the reorganization, 
the capital of TimberWest was reorganized into common 
shares and preferred shares. The existing subordinated notes 
were retired and replaced with the Series A Subordinate 
Notes (the “Notes”) and the Notes were deposited with the 
custodian and represented by Subordinate Note Receipts 
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(the “Receipts”), each representing a unit of the Notes and 
having an aggregate face amount of approximately $8.98. 
The Receipts entitle the holder to approximately $1.08 of 
interest per annum. The Receipts, preferred shares and 
common shares trade as “Stapled Units”, each Stapled Unit 
consisting of a Receipt, 100 preferred shares and a common 
share. Since October 2, 1998, the holders of Units of the 
Trust (the “Trust Units”) have been entitled to redeem their 
Trust Units in exchange for Stapled Units on the basis of 
one Stapled Unit for each Trust Unit. The Receipt, preferred 
shares and common share comprising a Stapled Unit trade 
together as a single unit. Holders of Stapled Units are 
entitled to receive, directly from TimberWest, instead of 
indirectly through the Trust, payments of interest on the 
Notes, dividends and other distributions on the common 
shares and preferred shares. As at December 31, 1998, there 
were 8,366,338 Trust Units that had not been converted 

to Stapled Units. 


The reorganization was intended to preserve the existing 
economic interest of unitholders and to benefit unitholders 
by: (1) removing the restriction on the ownership of Trust 
Units by non-residents of Canada, thereby affording 
TimberWest unrestricted access to the United States capital 
markets; (2) simplifying the existing governance structure 
by removing the Trust as an intermediary between the 
holders of the Trust Units and TimberWest so that the holders 
of the Trust Units could own, directly, the interests of 
TimberWest that were held by the Trust. This has the effect 
of reducing administrative costs, simplifying reporting 
requirements and providing unitholders with direct interests 
in TimberWest as shareholders and debt holders; and (3) 
eliminating the withholding tax payable upon distributions 
to non-residents of Canada for interest on the Notes. 


On October 1, 1998, TimberWest obtained regulatory approval 
for a normal course issuer bid under which TimberWest may 
repurchase, in the open market, up to 5% of its issued and 
outstanding Stapled Units during the 12 months commencing 
October 6, 1998. Purchases under the normal course issuer 
bid will be made at market prices and the purchased units 
will not be resold. To date no purchases have been made 
under the normal course issuer bid. 


On January 26, 1999, TimberWest Forest Corp. reached a 
significant land trade agreement with the Government of 
British Columbia. The agreement calls for the transfer of 
1,394 hectares of land from TimberWest to the Government 
for the purpose of establishing new parks and also the 
transfer of a further 636 hectares of other private lands for 
park and watershed related purposes. In exchange for these 


lands and the largely old growth timber volumes on them, 
TimberWest has been permitted to remove approximately 
60,000 hectares of its private land from its two Tree Farm 
Licences (“TFLs”), leaving only 3,550 hectares under this 
form of tenure. This arrangement will permit the Company 
to have the same operating flexibility on these lands as it 
currently does on its 274,000 hectares of private land 
which were never placed within TFLs. The Company also 
receives about 3,300 hectares of newly-privatized Crown 
lands consisting largely of stands of young timber and 
approximately $500,000 cash. This agreement allows for 
full integration of all TimberWest’s private land operations, 
which will result in planning and operating efficiencies that 
were not achievable previously. In addition, because these 
lands will no longer be subject to government cut control 
provisions, TimberWest will have much greater flexibility in 
achieving its long-run sustainable yield of 2.4 million m3. 


TimberWest owns in fee simple approximately 334,000 
hectares (825,000 acres) of private timberlands primarily 
on Vancouver Island, British Columbia, as well as rights to 
Crown timber tenures from the Province of British Columbia 
and two lumbermill complexes with a total annual capacity 
of approximately 215 million fbm of lumber. The long-run 
sustainable yield of logs from the private timberlands is 
2.4 million m3 and the allowable annual cut of logs from 
the Crown timber tenures is 1.3 million m3 for a combined 
harvest level of approximately 3.7 million m3. As at 
December 31, 1998, TimberWest had identified approximately 
5,500 hectares (14,000 acres) of property with real estate 
values which are higher than the value of continued timber 
production. 


Comparison of Actual Operating Results 

to Updated Financial Forecast 

The following table shows the results of TimberWest’s 
operations for the year ended December 31, 1998, in 
comparison to the updated forecast dated February 16, 1998 
as contained in the Company's 1997 Annual Report. 
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Consolidated Statement 


of Distributable Cash Actual Forecast 
(Millions of dollars except per Stapled Unit amounts) 
Earnings before 
income taxes $ 43.0 ue a 
Income tax expense charged 
to income (2152) (21.9) 
Income tax benefit related 
to distributions 22.0 22.6 
Income tax recovery, net 0.8 0.7 
Earnings available 
for distribution 43.8 43.4 
Earnings available for 
distribution per Stapled Unit 0.63 0.62 
Add (deduct): 
Depreciation, depletion 
and amortization 16.3 16.5 
Deferred income tax recovery (2.1) (2.8) 
Proceeds from sale of real estate 
and other assets 15.0 1537 
Gain on sale of real estate assets (4.6) - 
Capital expenditures (7.0) (11.7) 
Decrease in non-cash 
working capital 6.9 6.9 
24.5 24.6 
Distributable cash § 68.3 $ 68.0 
Distributable cash per 
Stapled Unit $ 0.98 $ 0.98 
Consolidated Statement 
of Earnings Actual Forecast 
(Millions of dollars) 
Net Sales $ 399.8 $ 440.5 
Operating costs and expenses: 
Cost of products sold 307.4 346.8 
Depreciation, depletion 
and amortization 13.4 Ses 
Selling, administrative and other 10.5 9.6 
33153 S71a7 
Operating earnings 68.5 68.8 
Interest expense (20.8) (23.7) 
Amortization of debt issue costs (2.9) (1.2) 
Other expense (1.8) i.2): 
Earnings before income taxes 43.0 ~ 1 
Provision for income taxes Zee 21.9 
Net earnings $520.8 bere Ove 


Financial and Operating Review 


TimberWest generated distributable cash of $68.3 million, 
or $0.98 per Stapled Unit and equivalent, for the year ended 
December 31, 1998. This compared to $68.0 million, or $0.98 
per Stapled Unit reported in the forecast. Earnings available 
for distribution were $0.4 million better than forecast and 
lower proceeds from the sale of properties and other capital 
assets, net of gains, were largely offset by lower capital 
expenditures. Distributable cash generated for the prior 
period was $5.8 million, or $0.15 per Stapled Unit and 
equivalent. Sales were $399.8 million and $169.6 million for 
the year ended December 31, 1998 and the prior period, 
respectively and $440.5 million in the forecast. The results 
for the prior period include only two and one-half weeks of 
results from Pacific's operations, which were acquired on 
December 10, 1997. 


LOG SHIPMENTS 
[for twelve month period] 


' Actual 1998 
3109.7 mm3 
2749.2 mm3 
'Pro forma 1997 
1) 2760.8 mm3 
1 
AVERAGE LOG SALES REALIZATIONS 
[for twelve month period] 
a Ne eee eae 
' Actual 1998 
$103/M3 
' Forecast 1998 
2d $1173 
'Pro forma 1997 
CR $117/m3 


1 Pro forma information includes the results of the combined TimberWest 
coastal assets and Pacific private timberlands for the period January 1, 1997 
to December 31, 1997. 


Log sales for the year ended December 31, 1998 were $320.7 
million or 80% of total sales. Log sales for the prior period 
were $122.1 million. Log sales realizations averaged $103 
per m3 on shipments of 3,109.7 thousand m3 in 1998. 

This compares with average sales realizations of $117 per m? 
and shipments of 2,749.2 thousand m3 in the forecast and 
average sales realizations of $117 per m3 and shipments of 
2,760.8 thousand m3 for these same operations, on a pro 
forma basis, for the twelve months ended December 31, 
1997. A 12% decrease in average log sales realizations was 
mostly offset by higher log shipments as compared to 

the forecast. A weak Japanese lumber market resulted in 
significant production curtailments at coastal B.C. lumber- 
mills during the year. Low demand from lumbermills caused 
log prices to decline and forced many companies to reduce 
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coastal logging activity. In response to the poor domestic 
log market during 1998, TimberWest focused its harvesting 
activities on its lower cost private timberlands and increased 
higher-value export log shipments. Export log shipments for 
the year were 452.8 mm3 compared to export shipments 

of 164.0 thousand m3 on a pro forma basis, for the twelve 
months ended December 31, 1997. Sales realizations for 
export shipments during 1998 exceeded average domestic 
realizations for the same quality of logs by $75 per m3. 

This price premium helped to sustain TimberWest’s operating 
rates relative to its coastal competitors. 


Lumber sales for the year ended December 31, 1998 were 
$59.6 million or 14.9% of total sales. Lumber sales for the 
prior period were $40.0 million. Lumber sales realizations 
averaged $523 per mfbm on shipments of 114.0 million fbm. 
This compares with average sales realizations of $612 per 
mfbm on shipments of 161.1 million fbm in the forecast and 
$680 per mfbm on shipments of 148.5 million fbm for these 
same operations, on a pro forma basis, for the twelve months 
ended December 31, 1997. Demand from the Japanese lumber 
market was low and lumber prices were weak due to low 
housing starts caused by an unstable economy. Despite strong 
demand, prices in the United States lumber market continued 
to weaken during the year as a result of an oversupply 
situation. The combined effect on TimberWest of poor Asian 
markets and negligible quota to the United States was a 
higher percentage of total sales volume within Canada, which 
also contributed to lower than forecast sales realizations. 
Lumber production in 1998 was affected by a strike at the Elk 
Falls lumbermill. The 14-month labour strike was settled on 


LUMBER SHIPMENTS 


[for twelve month period] 


Fp aR 
1 Actual 1998 


| 114.0 mmfbm 


| Forecast 1998 
_} 161.1 mmfbm 


'Pro forma 1997” 


1) 148.5 mmfbm 


| 


AVERAGE LUMBER SALES REALIZATIONS 


[for twelve month period] 


$523/mmfbm 


' Forecast 1998 


| $612/mmfbm 


'Pro forma 1997 


$680/mmfbm 


1 Pro forma information includes the results of the combined TimberWest 
coastal assets and Pacific private timberlands for the period January 1, 1997 
to December 31, 1997. 


September 13, 1998. The Cowichan lumbermill operated 
almost the entire year despite challenging market conditions 
that forced many coastal lumbermills to curtail operations. 


Operating earnings for the year ended December 31, 1998 
were $68.5 million or 17% of sales. Operating earnings were 
$68.8 million in the forecast and $9.6 million for the prior 
period. The effect of lower than forecast log and lumber sales 
realizations was offset by lower production costs and higher 
log shipments. A combination of increased log production on 
lower cost private timberlands and reduced operating costs, 
resulted in an 11% drop in the cost of products sold as a 
percentage of sales relative to the prior year. Earnings before 
income taxes were $43.0 million and included interest 
expense of $20.8 million. The loss before income taxes for 
the prior period was $7.9 million and included interest 
expense of $8.9 million and an $8.2 million write-down on 
the assets of the Sandspit operation to reflect their 
estimated net realizable value. 


Financial Position 


Current Assets 


At December 31, 1997, cash of $17.4 million was held in 
trust for a distribution paid to unitholders on January 15, 
1998. TimberWest did not have a cash balance at the end 
of 1998. 


Non-cash current assets decreased $35.1 million year over 
year. An $11.1 million reduction in accounts receivable 
resulted primarily from the repayment of funds owing from 
Doman Forest Products Limited related to the Pacific 
acquisition in December 1997. Log and other inventories 
decreased $19.3 million, as synergies from managing, ona 
combined basis, the log inventories of TFL Forest and Pacific 
and efforts to optimize inventory levels in general were 
realized. Lower carrying values were also a contributing 
factor. The $4.7 million reduction in prepaid expenses and 
other current assets arose largely from the collection of 
notes receivable outstanding at the end of 1997. 


Capital Assets 

Capital assets were $11.4 million lower at December 31, 1998 
compared to December 31, 1997. Capital expenditures of 
$7.0 million in 1998 were more than offset by a depreciation, 
depletion and amortization charge of $13.4 million, as well 
as sales of capital assets that had proceeds of $9.6 million 
and gains on disposal of $4.6 million. 


Other Assets 

There was an increase of $5.2 million in other assets year 
over year largely as a result of deferred debt issue costs and 
an increase in amounts owing under a long-term employee 
incentive plan. 
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Current Liabilities 

At December 31, 1998, TimberWest’s outstanding operating 
loan was $62.9 million, up from $45.0 million at the end of 
1997. TimberWest’s strategy in 1998 was to draw down on its 
unutilized operating loan facility rather than its higher cost 
term loan facility in order to reduce the cost of its debt. 


Excluding the current operating loan, current liabilities 
increased by $4.2 million year over year. This was largely 
due to increased taxes payable resulting from tax assessments 
for TFL Forest and Pacific for taxation years prior to the 
acquisition of these companies by TimberWest. These 
assessments have resulted in an increase in taxes payable 
and a reduction in deferred income taxes as they were 
previously provided for. The increase in taxes payable was 
partly offset by a reduction in accounts payable and accrued 
liabilities resulting from the payment in 1998 of accrued 
costs related to the Pacific acquisition in December 1997. 


Long-Term Liabilities 


At December 31, 1998, TimberWest had $138.5 million drawn 
on its term loan facility and $125.0 million of debentures 
outstanding. At December 31, 1997, TimberWest’s outstanding 
term loan was $300.0 million. On February 25, 1998, 
approximately $123.6 million of the term loan was refinanced 
with five-year, 6.5% senior unsecured debentures, which 
represented the net proceeds of a $125.0 million Canadian 
public debt issue. During 1998, TimberWest chose to draw 
down on its unutilized operating loan facility rather than 

its higher cost term loan facility. (See “Liquidity and Capital 
Resources.”) 


Unitholders’ Equity 

At December 31, 1998, unitholders’ equity was $32.4 million 
lower than at December 31, 1997. This change was composed 
of distributions in excess of earnings of $31.2 million and 
$1.2 million, net of taxes, of costs related to the capital 
reorganization of the Company in September 1998 (See 
“Highlights and Significant Transactions”). 


( thanges in Financial Position 


Operating 

Cash provided by operations before the change in non-cash 
working capital was $53.0 million for the year ended 
December 31, 1998. Cash from operations after the decrease 
in non-cash working capital of $29.6 million was $82.6 
million. The decrease in non-cash working capital was 


primarily the result of synergies from managing, on a 
combined basis, the log inventories of TFL Forest and Pacific, 
as well as efforts to optimize inventory levels in general, 
and a reduction in accounts receivable, also related to the 
Pacific acquisition. 


Financing 

For the year ended December 31, 1998, there was a net 
repayment of long-term debt of $36.5 million. During 1998, 
TimberWest reduced the cost of its debt by drawing down on 
its unutilized operating loan facility rather than its higher 
cost term loan facility. For the prior period, there was a net 
debt issuance of $300.0 million. 


Financing activities also included cash distributions paid 
to unitholders during 1998 of $73.6 million (see “Cash 
Distributions”). In 1997, cash distributions paid to 
unitholders were $11.1 million. 


In 1997, $784.4 million in equity, net of issuance costs, was 
raised to finance the TFL Forest and Pacific acquisitions and 
to repay debt. 


The Company incurred financing costs of $3.7 million during 
the year on the issuance of debt. These costs are amortized 
over the term of the debt. Financing costs incurred in 1997 
were $9.7 million. 


Investing 


Capital expenditures for the year ended December 31, 1998 
were $7.0 million. Of this amount, $5.4 million was spent on 
the construction of logging roads and bridges and $1.6 
million was spent on plant and equipment. For the prior 
period, capital expenditures were $3.5 million, mostly for 
the construction of logging roads and bridges. 


Proceeds from the sale of capital assets for the twelve 
months of 1998 were $9.6 million and were generated 
primarily from the sale of real estate properties. Proceeds 
from the sale of real estate and other capital assets for 
the prior period were $3.7 million. 


A net increase in other assets resulted in a net cash outflow 
of $4.4 million, primarily reflecting increases in the long- 
term employee incentive plan. For the prior period, a net 
increase in other assets resulted in a net cash outflow of 
$6.2 million. 


Investing activities in 1997 included the acquisitions of 
TFL Forest and Pacific for $632.9 million and $460.9 million, 
respectively. 
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Liquidity and Capital Resources 


Capital expenditures planned for fiscal 1999 are $11.0 million 
and are expected to be funded from cash generated from 
operations. Approximately $7.0 million, or 64%, of the 
planned capital expenditures are to be spent on the 
construction of logging roads and bridges. 


, 


On February 25, 1998, TimberWest issued to the public 
$125.0 million of 6.5% senior unsecured debentures due 
March 3, 2003. Net proceeds were used to pay down the 
term loan. (See “Financial Position - Long-term Liabilities.”) 


On September 30, 1998, the available amount under the term 
loan facility was amended from $325.0 million to $201.8 
million to reflect the issue of the public debentures, and the 
terms of the operating loan facility and term loan facility 
were extended by six months. 


CAPITAL STRUCTURE 
[as at December 31, in millions of dollars] 


At December 31, 1998, TimberWest had a term loan facility 
of $201.8 million and an operating loan facility of $75.0 
million, or equivalent U.S. dollars at prevailing spot rates. 
Both facilities are with a Canadian chartered bank and are 
revolving and unsecured. The term loan facility matures 
June 30, 2001 and the operating loan facility matures 
June 30, 1999, but is renewable annually. 


At December 31, 1998, approximately $63.3 million was 
unused under the term loan facility and approximately $6.7 
million was unused under the operating loan facility. 
Excluding the operating loan and distributions payable to 
unitholders, net working capital was $20.5 million at 
December 31, 1998 and is believed to be adequate to meet 
TimberWest’s operating requirements. After funding $73.6 
million in distributions during the year, total debt 
outstanding including the operating loan as at December 31, 
1998, was $326.4 million. This represents a $1.2 million 
reduction from the same time last year. 


Although TimberWest’s total debt decreased by $1.2 million 
compared to this time last year, its consolidated debt-equity 
ratio at December 31, 1998 was slightly higher at 31:69 
compared to 30:70 at December 31, 1997 because of its 
lower overall equity (see the Consolidated Statement of 
Unitholders’ Equity). 


a $1045.2 
iRstiieney (31:69) 


Unit Transactions and Information 


As a result of the reorganization, Trust Units previously held 
by unitholders of the Trust are to be redeemed in exchange 
for Stapled Units of the Company. At December 31, 1998, 
61,242,022 of the 69,608,360 Trust Units (or 88%) had been 
redeemed to the Trust in exchange for Stapled Units of the 
Company. The Stapled Units have been listed on The Toronto 
Stock Exchange (the “TSE”) and have been trading since 
October 6, 1998 under the symbol TWF.UN. As a result of 
the reorganization, the Trust Units ceased to be listed on 
the TSE and the Vancouver Stock Exchange (the “VSE”) on 
October 9, 1998. In order to trade Trust Units, they must be 
exchanged for Stapled Units. The 20,370,400 instalment 
receipts outstanding at the beginning of 1998 remained 
listed on the TSE until the due date of the final instalment 
of $6.00 on November 12, 1998. Upon payment of the final 
instalment, the registered holder of instalment receipts 
became the registered holder of the equivalent number of 
Trust Units, which they could then redeem for Stapled Units. 


1998 Trading of Trust Units and Stapled Units 


Closing Closing Volume 
High Low Close Traded 
Trust Units/Stapled Units ': 
1997: 
Third Quarter * $16.00 $11.40 $15.00 8,046,941 
Fourth Quarter $15.50) - -$-9.90. $10.35. .2,893,451 


1998: 

First Quarter $11.60 $9.55 $10.50 9,786,692 
Second Quarter $10.65 $8.20 $8.70 9,790,361 
Third Quarter ? $9.00. $7.60° $7.85 4,271,934 
Fourth Quarter $10.00 $7.30 $8.95 8,486,269 


‘ Trust units ceased to be listed on the TSE and VSE on October 9, 1998. 
Stapled Units were listed on the TSE on October 6, 1998. Since October 2, 
1998, the Trust Units of the Trust were redeemable for Stapled Units of 
TimberWest on a one-for-one basis. 

* Trust Units were listed on the TSE and VSE on June 23, 1997. 


Cash Distributions 


TimberWest'’s policy is to distribute quarterly to its unitholders 
its available cash as interest on the Notes and dividends 

on the common shares or preferred shares or as a return of 
capital upon the redemption of the preferred shares. The 
amount of such distribution is subject to TimberWest retaining 
such reasonable working capital reserves as may be considered 
appropriate by its Board of Directors. 
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Due to the nature of TimberWest’s business, quarterly cash 
flows will fluctuate during the year for seasonal reasons. 
Cash flows will also fluctuate from year to year due to the 
cyclical nature of the business. One of the objectives of 
TimberWest’s cash distribution policy is to make even 
distributions to unitholders. This means that during certain 
periods, cash distributions may vary from the actual cash 
generated. Any shortfall will come from either cash reserves 
or the bank operating line of credit. 


Quarterly distributions will be payable to the holders of 
Stapled Units of record on January 1, April 1, July 1 and 
October 1 in each year (the “Record Dates”) and are 
expected to be paid on the 15th day of the month of each 
record date. Quarterly distributions are payable to any 
remaining holders of Trust Units of record on March 31, June 
30, September 30 and December 31 in each year and are 
expected to be paid on the 15th day of the month following 
each record date. 


The composition of distributions distributed to March 1, 
1999 on a per unit and equivalent basis were as follows: 


Interest Taxable Non- Total 

Payment Income Dividends taxable’ Distribution’ 

Record Date Date ($/unit)  ($/unit) ($/unit) ($/unit) 
Trust Units: 

Sep. 30/97 Oct. 15/97 $0.259 $0.066 $ - $0.325 

Dec. 31/97 Jan. 15/98 0.161 - 0.089 0.250 


$0.420 $0.066 $0.089 $0.575 


Mar.31/98 Apr. 15/98 $0.266 $ -$ - $0.266 
June 30/98 July 15/98 0.270 - - 0.270 
Sept. 30/98 Oct. 15/98 0.272 : Se O272 
Dec. 31/98 Jan. 15/99 0.269 2 = ©0269 
SAAOWETE SS - § ma 2$ 1.077 
Stapled Units: 
Jan. 1/99 Jan. 15/99 $0.269 $ -$ - $0.269 
Apr. 1/99 Apr. 15/99 $0.269 : -  $0.269 
$0.538 $ - § - $0.538 


‘ Non-taxable represents a return of capital to unitholders which reduces 
the cost base of the units. 


* Excludes the distribution of $0.2 million made to holders of special 
deposit warrants on March 21, 1997. 


For the year ended December 31, 1998, TimberWest made 
cash distributions of $73.6 million. This amount includes a 
distribution of $17.4 million announced in 1997 and paid in 
January 1998, but excludes a distribution of $18.8 million 
paid on January 15, 1999 to unitholders of the Trust of 
record on December 31, 1998 and to holders of Stapled Units 
of TimberWest Forest Corp. of record on January 1, 1999. 
Total distributions announced during 1998 were $75.0 
million, or $1.08 per Stapled Unit and equivalent, and were 
comprised of interest earned on the Notes. 


Risk Management 


TimberWest manages principal risks of its business through 
established systems and procedures in two main areas: 
business operations, including both forestry resources and 
facilities, and finance. Principal risks can also be viewed in 
terms of controllable risks and non-controllable risks. Non- 
controllable risks result primarily from variations in product 
prices from changes in market conditions, fluctuations in 
the United States dollar and other foreign currency exchange 
rates and regulatory and harvesting fee changes made by the 
British Columbia provincial government. Controllable risks 
relate primarily to the resources and assets of TimberWest 
and compliance with regulatory and ethical standards. 


Business Operations Risk 


TimberWest has systems and procedures in place to monitor 
the utilization of resources and the protection of assets. 
Control mechanisms report on the efficiency and use of 
forestry, conversion and monetary resources. Procedures to 
track and monitor changes, along with adequate insurance 
coverage, protect TimberWest’s assets from undue risk. 


The primary regulatory compliance risk relates to adherence 
to environmental standards, as the operations of TimberWest 
are subject to a wide variety of environmental laws and 
regulations. The Environment Committee of the Board of 
Directors outlines the policy, procedure and control mechanism 
with respect to these laws and regulations. TimberWest 
employs an Environmental Management System, developed 
with the assistance of external consultants. Environmental 
performance is monitored through both facility and 
independent forest practices audits, supported by structured 
reviews of the progress of operations in completing audit 
action plans. Facility audits were conducted on all operations 
in 1998 and forest practices audits will be completed in 

early 1999. TimberWest believes that all of its operations 

are in substantial compliance with applicable environmental 
laws. 
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The Forest Practices Code (the “Code”) was implemented in 
June 1995 and establishes standards for both operational 
planning and forest practices on Crown timber tenures and 
private timberlands within tree farm licences. TimberWest 
provides its forest workers and supervisors with the 
knowledge and skills they require to carry out their daily 
tasks in full compliance with the Code. TimberWest believes 
that it is in substantial compliance with the Code. 


The Code also contains provisions permitting the promulgation 
of regulations with respect to forest practices on private 
timberlands outside of tree farm licences. In 1997, the 
Private Forest Landowners Association (“PFLA’), in conjunction 
with the British Columbia provincial government, developed 
a set of results-based environmental protection and 
reforestation guidelines that have five critical components: 
clean water, protection of fish habitat, soil conservation, 
protection of critical wildlife habitat and forest renewal. 

In 1998, a formal agreement was reached between the PFLA 
and the provincial government that will see the regulation 
previously agreed to between the PFLA and the provincial 
government brought into legislation in 1999. The section of 
the Forest Practices Code Act which allowed for application 
of the Code on private timberlands will be eliminated. 
TimberWest is currently operating on its private timberlands 
in compliance with the new results-based guidelines. 


Year 2000 Readiness of Computerized Systems 


The Year 2000 computing issue arises because many of the 
older computer systems store and manipulate the year in 

a two digit format. The two-digit format saved disk space, 
which was very expensive at the time. Newer computing 
systems also include these earlier two-digit techniques. 

Using this logic to process dates in the Year 2000 means that 
year “00” will be less than “99” which could lead to incorrect 
results or program aborts. The problem is compounded by the 
fact that the Year 2000 is a leap year, which is an exception 
not included in most earlier programs. 


All systems that report or manipulate dates are at risk. 
Software application problems may result in how the dates 
are being stored in a database, in how the program logic is 
manipulating the dates or in the inability of screens and 
reports to handle the four digit format. In addition, computer 
chips which have date logic embedded are also at risk. 


The TimberWest definition of “Year 2000 readiness” means 
that there are no date issues that will materially impair the 
operation of the business before, during or after the year 
2000, including, September 9, 1999 and February 29, 2000. 


TimberWest has established a Year 2000 program to review 
our equipment and systems. All areas of the business that 
rely on date sensitive information are included in the scope 
of this definition. This includes software applications 
(in-house and outsourced), process control devices 
(lumbermill/logging equipment), data collection devices, 
facilities and building equipment, and critical trading 
partners. 


The status of the Company's Year 2000 readiness is as follows: 


1. During 1998, a third party assessment of all 
TimberWest’s systems was completed. 


2. Year 2000 renovations of most business systems are 
complete. Remaining systems will be Year 2000 
compliant by the end of the first quarter of 1999. 


3. Process control systems in logging and lumbermill 
equipment are Year 2000 compliant. 


4. All personal computers have been scanned with 
detection software to document a complete inventory of 
software and hardware. Most computers are Year 2000 
compliant and any non-compliant hardware will be 
replaced during 1999 as part of regular computer 
upgrading. 


5. Critical trading partners are identified and all 
significant Year 2000 issues will be addressed 
during 1999. 


TimberWest is in a position to complete the remaining 

Year 2000 renovation and testing activities well in advance 
of the end of the century and is committed to ensuring that 
there will be no adverse impact upon the Company as a result 
of the Year 2000 computing issue. 


Finance Risk 

The Company realizes a portion of its sales in U.S. dollars and 
enters into foreign exchange contracts to manage its foreign 
exchange risk. The Company does not hold or issue financial 
instruments for trading purposes. At December 31, 1998, the 
Company had contracted for $7.7 million (U.S. $5.0 million) 
of foreign exchange contracts at an average rate of $1.5435 
expiring at various dates through January 1999. 


During the year the Company fixed the interest rate on a 
portion of its term debt facility through an interest rate 
swap agreement. Under this agreement the Company agreed 
to exchange, at specified intervals for a specified period, 
it’s floating interest rate for a fixed interest rate on a 
notional principal amount of $100 million. The interest rate 
on this portion of the debt has been fixed at 6.85% through 
May 2000. 


MANAGEMENT’S DISCUSSION & ANALYSIS 


Uncertainties 


Product Price Sensitivities 

Markets for TimberWest’s products are cyclical and affected 
by such factors as economic growth, interest rates and 
construction activity. The following chart illustrates the 
sensitivity of the operating earnings of TimberWest to a 5% 
change in the net sales price of its principal products based 
on sales for the year ending December 31, 1998: 


PRODUCT PRICE SENSITIVITIES 


[in millions of dollars] 
BASED ON 5% CHANGE IN SALES PRICE 


Foreign Exchange Sensitivity 

TimberWest actively manages a portion of its United States 
foreign exchange exposure with short-term forward contracts. 
These instruments are used for hedging purposes only and are 
not used for speculation. (See note 16 to the consolidated 
financial statements on disclosure of financial instruments.) 


A change in the rate of exchange between the United States 
dollar against the Canadian dollar may result in a change in 
the operating earnings of TimberWest. Based on the level of 
$U.S. denominated sales for the year ending December 31, 
1998, a one cent change in the rate of exchange between the 
United States dollar against the Canadian dollar is estimated 
to result in a change of $0.9 million in operating earnings of 
TimberWest (assuming $U.S. denominated transaction prices 
were unchanged). 


Softwood Lumber Export Quota 


Given that less than 1% of lumber produced in TimberWest’s 
lumbermills is sold to the United States, the Softwood 
Lumber Agreement has little direct impact on TimberWest. In 
addition, the majority of lumber produced on the British 
Columbia coast is for markets other than the United States, 
which means that TimberWest’s core log trading business 
with other coastal producers is largely unaffected by the 
quota as well. 


Crown Timber Tenures 


The B.C. Forest Practices Code (“the Code”), implemented in 
1995, has constrained harvest flexibility, reduced the amount 
of timber available for harvesting and increased the cost of 
harvesting. The effects of the Code are extremely variable 
depending upon the type of forest area, the history of 
previous forest management, and the extent of other forest 
values on the area. The impact of the Code has been 
reflected in the current harvest levels and operating costs of 
TimberWest’s forest tenure. New government and industry 
initiatives are working to reduce bureaucracy, provide 
increased operating flexibility and reduce costs to tenure 
holders. 


The British Columbia provincial government continues to 
implement its Protected Areas Strategy with an overall goal 
of protecting 12% of British Columbia’s land base in a natural 
condition. While the strategy is now largely implemented for 
Vancouver Island, TimberWest’s operating areas in Johnstone 
Strait may be affected over the next several years as small- 
protected areas are chosen. The impact on TimberWest’s 
allowable annual cut is expected to be minor. 


Under the Forest Act, allowable annual cuts on Crown timber 
tenures are subject to review by the Chief Forester of British 
Columbia every five years. The last review was in 1996, which 
resulted in a net increase in TimberWest’s overall allowable 
annual cut. 


The logging moratorium of the early 1990's imposed by the 
British Columbia provincial government while park selections 
were being made has contributed to an undercut situation for 
TFL 46, during its last five-year cut control period. Undercuts 
of more than 10% of the specified allowable annual cut for a 
tree farm licence for the cut control period may result in a 
reduction of allowable annual cut or a reduction of area of 
land subject to the licence. Since the undercut resulted from 
circumstances beyond the control of TimberWest, application 
was made to the Ministry of Forests (British Columbia) and 
relief has been granted without penalty. 


Aboriginal Issues 


Many First Nations have filed statements of claim to 
aboriginal rights and traditional territories with the British 
Columbia Treaty Commission. This Commission is facilitating 
negotiations between individual First Nations and the 
provincial and federal governments. Settlements will likely 
involve a combination of cash and land, and may affect 
TimberWest’s Crown timber tenures, in which case, tenure 
holders will be compensated. The British Columbia provincial 
government and the First Nations Summit have stated that 
private lands will not be subject to land claims. 


MANAGEMENT’S DISCUSSION & ANALYSIS 


In December 1997, the Supreme Court of Canada affirmed 
aboriginal rights in lands used or occupied by their 
ancestors. The decision was rendered in broad terms, and 
consequently, has added to uncertainty regarding tenure 
rights in Canada, particularly in British Columbia where 
few treaties were concluded. The Crown has the right to 
dispose of such lands for economic and social development 
purposes but is liable for compensation in such an event. 
This judgement confirmed that government has a duty to 
consult with First Nations where their rights may be affected. 
While TimberWest recognizes that such consultation may 
be necessary, it does not expect such significant delay or 
costs with respect to on-going operational approvals 
concerning its Crown timber tenures. 


Legal Issues 

In 1995, the British Columbia provincial government 
unilaterally replaced royalty fees charged on timber 
licences with more onerous stumpage fees. TimberWest has 
commenced legal action to recover compensation for the 
resulting loss and damage to its commercial and economic 
interests and investment in the timber licences. An 
independent study conducted for the British Columbia 
provincial government estimated the impact on TimberWest 
of the change in policy at $39 million, and TimberWest’s 
action seeks to recover this amount. This action is scheduled 
to go before the court in the fall of 1999. 


On October 29, 1997, Slocan Forest Products Ltd. (“Slocan”) 
filed a writ and statement of claim in the Supreme Court of 
British Columbia claiming damages arising out of the 
purchase by Slocan in June of 1997 of TimberWest’s 
lumbermill and logging operations at Mackenzie, British 
Columbia. As part of this transaction, Slocan assumed 
liabilities (including operating debt) in respect of the 
Mackenzie operations. Slocan alleges, among other things, 
that TimberWest did not take reasonable care in making 
representations as to the amount and basis of its calculation 
of the operating debt to be assumed by Slocan. According to 
the statement of claim, the operating debt was represented 
to be approximately equal to the working capital of the 
Mackenzie operations and TimberWest’s projections of the 
operating debt omitted certain interest costs, corporate 
administration expenses and employee bonuses and did 

not take into account recent cost and production data. 

The amount of damages claimed by Slocan in the writ and 
statement of claim is not stated. However, on the basis of 
discussions with Slocan, TimberWest understands that the 
amount of the damages that Slocan is seeking is in the range 
of $3.0 million. A trial date of April 2000 has been set for 
this matter. It is the position of TimberWest that the claim 
is without merit. 


Outlook 


Conditions in world lumber markets are not anticipated to 
improve significantly in 1999. Housing starts in Japan are 
expected to be approximately 1.3 million units, up only 
modestly from the 1.2 million units experienced in 1998. 
While housing starts are expected to remain strong in the 
U.S. through to the year 2000, weak market conditions in 
Japan will continue to result in an oversupply of lumber in 
the U.S. for most of 1999. In the very near term, seasonal 
factors are causing prices to strengthen in the U.S., 
particularly as quota availability diminishes for Canadian 
lumber producers and supply tightens. However, with the 
new quota year beginning on April 1, 1999 and the resulting 
additional supply, prices are expected to decline. 


As a result of the soft market conditions for lumber, the B.C. 
coastal log market is also not expected to improve materially 
during 1999. Log realizations for TimberWest are expected to 
be stronger in the first quarter of 1999 than in the preceding 
quarter as a result of the company’s mix of inventory at 
year-end and a temporary shortage of logs on the B.C. 

coast. However, with the resumption of many Crown logging 
operations on the coast during the first quarter of 1999, 
prices are expected to fall again. No significant price 
improvements are anticipated for pulplogs and woodchips as 
newsprint inventories are on the increase and B.C. coastal 
pulpmill operating rates remain low. 


Given these conditions, the B.C. coast industry will likely 
experience another difficult year. However, TimberWest’s 
private lands, which provide higher margins, increased 
operating flexibility and enhanced market access should 
enable TimberWest to continue the solid performance it 
achieved in 1998 through the coming year. 
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TimberWest 


TimberWest Forest Corp. (formerly TimberWest Forest Management Limited) 


Management's Responsibility 


The management of TimberWest Forest Corp. (the “Company”) is responsible for the preparation, integrity and fair presentation 
of the accompanying consolidated financial statements and other information contained in this Annual Report. The consolidated 
financial statements and related notes were prepared in accordance with accounting principles generally accepted in Canada and 
reflect management's best judgments and estimates. Financial information provided elsewhere in this Annual Report is consistent 
with that in the consolidated financial statements. 


Management maintains a system of internal controls over financial reporting which encompasses policies, procedures and controls 
to provide reasonable assurance that assets are safeguarded against loss or unauthorized use, that transactions are executed and 
recorded in accordance with management's authorization and that financial records are accurate and reliable. 


The Board of Directors of the Company is responsible for ensuring that management fulfills its responsibilities for financial 
reporting and internal controls. The Board maintains an Audit Committee which includes three non-management members of the 
Board of Directors and which provides oversight to the financial reporting process. The Audit Committee meets periodically with 
management and the external auditors to review the consolidated financial statements, the adequacy of financial reporting, 
accounting systems and controls and internal and external auditing functions. 


The consolidated financial statements have been reviewed by the Audit Committee, which recommended that they be approved 


by the Board of Directors of the Company. These consolidated financial statements have been audited by KPMG LLP, the external 
auditors, whose report follows. 


THOMAS A. BUELL JAMES LOGAN 
Interim President and Chief Executive Officer Senior Vice-President, Finance and Chief Financial Officer 
TimberWest Forest Corp. TimberWest Forest Corp. 


February 4, 1999 
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TimberWest 


TimberWest Forest Corp. (formerly TimberWest Forest Management Limited) 


Auditors’ Report to the Unitholders 


We have audited the consolidated balance sheets of TimberWest Forest Corp. (formerly TimberWest Forest Management 
Limited) as at December 31, 1998 and 1997 and the consolidated statements of distributable cash, changes in financial 
position, unitholders’ equity and operations for the year ended December 31, 1998 and for the period from incorporation on 
January 31, 1997 to December 31, 1997. These financial statements are the responsibility of the Company’s management. 
Our responsibility is to express an opinion on these financial statements based on our audits. 


We conducted our audits in accordance with generally accepted auditing standards. Those standards require that we plan 
and perform an audit to obtain reasonable assurance whether the financial statements are free of material misstatement. 
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. 
An audit also includes assessing the accounting principles used and significant estimates made by management, as well as 
evaluating the overall financial statement presentation. 


In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position of the 
Company as at December 31, 1998 and 1997 and the distributable cash, results of its operations and the changes in its 
financial position for the year ended December 31, 1998 and for the period from incorporation on January 31, 1997 to 
December 31, 1997 in accordance with generally accepted accounting principles. As required by the Company Act (British 
Columbia), we report that, in our opinion, these principles have been applied on a consistent basis, after giving retroactive 
effect to the reorganization adjustments described in note 2(a). 


KPMG LL? 


CHARTERED ACCOUNTANTS 


Vancouver, Canada 
January 27, 1999 
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TimberWest 


TimberWest Forest Corp. (formerly TimberWest Forest Management Limited) 


Consolidated Statements of Distributable Cash 


(in millions of dollars, except per Stapled Unit and equivalent amounts) 


For the period from 
commencement of 
operations on 
June 23, 1997 to 
Year ended December 31,1998 December 31, 1997 
Earnings (loss) before income taxes $ 43.0 $ (7.9) 
Income tax expense charged to income Sei2ts2) $8 C10} 
Income tax benefit related to distributions 22.0 4.2 
Income tax recovery, net note 13 0.8 3:2 
Earnings available for distribution note 11 43.8 (4.7) 
Earnings available for distribution per 
weighted average Stapled Unit and equivalent note 11 $ 0.63 $ (0.12) 
Add (deduct): 
Depreciation, depletion and amortization 16.3 eth 
Deferred income tax recovery (2.1) (3.8) 
Proceeds from sale of real estate and other assets 15.0 3.7 
Gain on sale of real estate (4.6) (1.2) 
Write-down of capital assets = : 
Capital expenditures (7.0) (3.9) 
Decrease in non-cash working capital 6.9 - 
24.5 10.5 
Distributable cash $ 68.3 $ 5.8 
Distributable cash per weighted average 
Stapled Unit and equivalent $ 0.98 $ 0.15 
Cash distributions declared per 
Stapled Unit and equivalent “ $ 1.08 $ 0.58 


Teen rT 


” Cash distributions declared per Stapled Unit and equivalent shown above are the actual distributions declared per unit 
for the period. Cash distributions declared per Stapled Unit and equivalent, based on the weighted average number of Stapled 
Units and equivalent issued during the period ended December 31, 1997, was $0.76 per Stapled Unit. 


See accompanying notes to consolidated financial statements. 
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ANNUAL REPORT SURVEY & MAILING LIST UPDATE TimberWest 
We would like to hear your comments on TimberWest’s We are updating our mailing list database. If you would 
1998 Annual report. This feedback will help us in the like to continue receiving information from TimberWest, 
development of our future reports. please fill in the section below with your most current 


mailing information. 
1. How much did you read? All Most Half None 


Annual Report QO Q Q QO i 
Environmental Section Q Q Q O Maine: 
Title: 
2. Did you find the report organized and easy to follow? Organization: 
ps. Address: 
3. Rate the following: 3-Very Informative 2-Somewhat 
Informative 1-Not Informative 
Report to Unitholders 30 20 10 City: 
Operations Review 30 20 10 ; 
Environment Report Say) 2p en Province/State: 
Management's Postal/Zip Code: 
Discussion & Analysis 30 20 10 ea 
ax: 
4. Additional comments? 
Please Send: 
C) Annual Report/Environment Report 
C) Quarterlies 
Q) Annual Information Form/Management Information Circular 
Q) News Releases (via fax) 
5. Who do you represent? Q Other 
QO Individual Investor QO) Government ; al . 
O Financial Analyst Q Business Writer/Media If you no longer wish to receive information from 
Q) Institutional Investor O) Educational Institution/Student TimberWest Forest Corp., check the square below. 
Q) Other Financial Professional OO) Other QO) Delete my name from your mailing list. 


TimberWest Forest Corp. 

Suite 2300 - 1055 West Georgia St. 
P.O. Box 11101 

Vancouver, BC V6E 3P3 
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TimberWest 


TimberWest Forest Corp. (formerly TimberWest Forest Management Limited) 


Consolidated Balance Sheets 


(in millions of dollars) 


Year ended December 31, 1998 


Year ended December 31, 1997 


(restated - see note 2) 


Assets 
Current assets: 
Cash and short-term investments $ - $ 17.4 
Accounts receivable Fil2) 42.4 
Inventories note 5 52.7 72.0 
Prepaid expenses and other current assets shail 7.8 
87.1 139.6 
Capital assets note 6 1,027.6 1,039.0 
Other assets note 7 29.9 24.7 
Sie 4476 See 20353 
Liabilities and Unitholders’ Equity 
Current liabilities: 
Operating loan note 8 $ 62.9 $ 45.0 
Accounts payable and accrued liabilities 66.6 63.8 
Distribution payable 18.8 17.4 
148.3 126.2 
Bank term loan note 8 138.5 300.0 
Debentures note 9 125.0 - 
Long-term silviculture liability 3.0 3.4 
Deferred income taxes As@) 2285 
425.8 452.1 
Unitholders’ equity: note 10 
Stapled Units, consisting of Series A Subordinate 
Notes, preferred shares and common shares note 10(b) 783.2 784.4 
Distributions in excess of earnings (64.4) (33.2) 
718.8 751.2 
Reorganization note 2 
Contingencies note 17 
Sol, 14406 Sos 


See accompanying notes to consolidated financial statements. 


On behalf of the Board: 


ee 


Director 


Co Oeg 


Director 
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TimberWest 


TimberWest Forest Corp. (formerly TimberWest Forest Management Limited) 


Consolidated Statements of Changes in Financial Position 


(in millions of dollars) 


For the period from 
incorporation on 
January 31, 1997 to 
Year ended December 31,1998 December 31, 1997 
(restated - see note 2) 
Cash provided by (used in): 
Operations: 
Earnings (loss) before income taxes $ 43.0 $ (7.9) 
Current income taxes note 13 (13) (0.6) 
41.7 (8.5) 
Items not involving cash: 
Depreciation, depletion and amortization 16.3 Teal 
Write-down of capital assets - 8.2 
Gain on sale of capital assets (4.6) (0.8) 
Other non-cash items (0.4) 0.1 
53.0 6.1 
Decrease in non-cash working capital 29.6 (Bis 
82.6 8.6 
Financing: 
Bank debt repaid (253.3) (381.2) 
Bank debt issued 91.8 681.2 
Debentures issued 2520) = 
Prepaid and deferred debt issue costs (3.7) (9.7) 
Issue of Stapled Units and equivalent, net of issue costs (2.3) 784.4 
Distributions paid to unitholders (73.6) (i124) 
(116.1) [ 1,063.6 
Investing: 
Additions to capital assets (7.0) (3.5) 
Increase in other assets (4.4) (6.2) 
Proceeds from sale of capital assets 9.6 3.7 
Acquisition of operations: note 4 
TimberWest, net of cash acquired of $43.2 - (632.9) 
Pacific - (460.9) 
(1.8) (1,099.8) 
Increase in bank indebtedness (35.3) (27.6) 
Bank indebtedness, beginning of period (27.6) ie 
Bank indebtedness, end of period $ (62.9) $ (27.6) 


Bank indebtedness includes the operating loan less cash and short-term investments. 


See accompanying notes to consolidated financial statements. 
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TimberWest 


TimberWest Forest Corp. (formerly TimberWest Forest Management Limited) 


Consolidated Statement of Unitholders’ Equity 


(in millions of dollars) 


Stapled Units (note 10(b)) Distributions Total 
in excess unitholders’ 
Number Amount of earnings equity 
Period ended December 31, 1997 
(restated - see note 2): 
Issuance for cash, net 69,608,360 $ 784.4 $ - $ 784.4 
Net earnings (loss) - - (8.9) (8.9) 
Interest on Series A Subordinate Notes - - (19.4) (19.4) 
Income tax benefit thereon - - 4.2 4.2 
Distributions declared 
in excess of interest 
on Series A Subordinate Notes - - (9.1) | (9.1) 
Balance, December 31, 1997 69,608,360 784.4 (33.2) 75122 
Year ended, December 31,1998: 
Cost of reorganization and issuance 
of Stapled Units ~ (t.2) - (1.2) 
Net earnings - - 21.8 21.8 
Interest on Series A Subordinate Notes - - (75.0) (75.0) 
Income tax benefit thereon - - 22.0 22.0 
Balance, December 31, 1998 69,608,360 $52 783.2 $ (64.4) $718.8 


See accompanying notes to consolidated financial statements. 
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TimberWest 


TimberWest Forest Corp. (formerly TimberWest Forest Management Limited) 


Consolidated Statements of Operations 


(in millions of dollars) 


For the period from 

commencement of 

operations on 

June 23, 1997 to 

Year ended December 31,1998 December 31, 1997 

(restated - see note 2) 

Net sales $ 399.8 $ 169.6 

Operating costs and expenses: 

Cost of products sold 307.4 149.1 
Depreciation, depletion and amortization 13.4 6.7 
Selling, administrative and other 10.5 4.2 
33133 160.0 

68.5 9.6 
Interest expense (20.8) (8.9) 
Amortization of debt issue costs (2.9) (0.4) 
Write-down of capital assets note 12 = (8.2) 
Other income (1.8) | - 
Earnings (loss) before income taxes 43.0 (7.9) 
Income tax expense note 13 2ie2 1.0 
Net earnings (loss) $ 21.8 $ (8.9) 


Earnings (loss) per share and per 
Stapled Unit and equivalent note 11 


See accompanying notes to consolidated financial statements. 
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TimberWest 


TimberWest Forest Corp. (formerly TimberWest Forest Management Limited) 


Notes to Consolidated Financial Statements 


(in millions of dollars) 


Year ended December 31, 1998 and period from incorporation on January 31, 1997 to December 31, 1997 


1. Basis of presentation: 


The Company was incorporated under the Company Act (British Columbia) on January 31, 1997 under the name 535950 British 
Columbia Ltd. and changed its name to TAL Acquisition Ltd. on February 27, 1997, to TimberWest Forest Holdings Ltd. on June 
9, 1997, to TimberWest Forest Management Limited on January 30, 1998 and to TimberWest Forest Corp. (the “Company”) on 
October 2, 1998. During the period January 31, 1997 to June 23, 1997, the Company did not engage in any operations and all 
efforts of the Company were devoted to raising the necessary financing to complete the purchase of TFL Forest Ltd. (formerly 
TimberWest Forest Limited) (“TimberWest Forest”). Accordingly, net costs incurred to June 23, 1997 have been considered to be 
either acquisition or financing costs. The Company commenced operations on June 23, 1997, being the date of the acquisition 
of TimberWest Forest. 


Until September 30, 1998, the Company was a wholly-owned subsidiary of TimberWest Timber Trust (the “Trust”) 
(see Reorganization (note 2)). 


2. Reorganization: 


On September 30, 1998, the unitholders and instalment receiptholders of the Trust approved a reorganization of the Trust 

and of the Company, the Trust's wholly-owned subsidiary. Immediately prior to the reorganization becoming effective, all but one 
of the existing common shares of the Company, all of which were held by the Trust, were exchanged for 6,960,836,000 preferred 
shares with a paid up capital of $0.0244556 each, the remaining common share was subdivided into 69,608,360 new common 
shares and the existing $625.0 million 12% Series A Subordinated Notes of the Company, all of which were owned by the Trust, 
were repaid and the Trust purchased from the Company, with the proceeds of such repayment, a new series of $625.0 million 
12% subordinated notes represented by subordinate note receipts (“Series A Subordinate Notes”). 


The preferred shares, new common shares and Series A Subordinate Notes were issued as Stapled Units, with each Stapled Unit 
consisting of one common share, 100 preferred shares and a subordinate note receipt representing approximately $8.98 face 
amount of Series A Subordinate Notes of the Company. 69,608,360 Stapled Units were issued to the Trust. The securities 
comprising a Stapled Unit trade together and cannot be transferred except with each other as part of a Stapled Unit until the 
maturity of the Series A Subordinate Notes or the payment of the principal amount of the Series A Subordinate Notes following 
an event of default and expiration of a remedies blockage period. 


Pursuant to the reorganization, Trust Units previously held by the unitholders of the Trust are to be redeemed in exchange for 
Stapled Units of the Company, resulting in the Trust unitholders owning directly the common shares and subordinated notes of 
the Company that were previously held by the Trust. As at December 31, 1998, 61,242,022 of the 69,608,360 Trust Units (or 
88%) had been redeemed to the Trust in exchange for Stapled Units of the Company. 


As the Company may elect to pay interest on the Series A Subordinate Notes in common or preferred shares of the Company and 
may elect to pay the principal amount of the Series A Subordinate Notes in common shares of the Company, the $625.0 million 
principal amount of the Series A Subordinate Notes has been classified as equity for accounting purposes, and interest thereon, 
on an after tax basis, is charged directly to distributions in excess of earnings as a distribution as this reflects its equity 
characteristics. 


As the reorganization results in the unitholders of the Trust owning directly all of the equity interests of the Company which 
were held by the Trust prior to the reorganization, the reorganization does not result in any change in beneficial ownership 

of the Company. Accordingly, the December 31, 1997 comparative amounts presented in these financial statements have been 
restated to reflect transactions and the accounting treatment of transactions previously reflected and recorded by the Trust. 

As a result, the comparative figures presented are the same as those included in the previously issued consolidated financial 
statements of the Trust, except for adjustments relating to the new legal form of the equity interests and the charging of the tax 
benefit on the interest on the Series A Subordinate Notes directly to distributions rather than to earnings as described above. 
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Items restated in the December 31, 1997 comparative financial statements of the Company are as follows: 


(a) Balance sheet items: 


Adjustment 
As previously arising on 
stated reorganization As restated 
Cash $ = $ 17.4 $ 17.4 
Capital assets 1,036.7 203 1,039.0 
Other assets - deferred financing costs 47.2 (22.5) 24.7 
Distribution payable = 17.4 17.4 
Deferred income taxes 29.9 (7.4) 22.5 
Series A Subordinated Notes payable 625.0 (625.0) - 
Shareholders’ equity: 
Series A Subordinate Notes = 625.0 625.0 
Preferred shares = 170.2 170.2 
Common shares 170.2 (170.2) 15.4 
15.4 
Issue costs (4.3) (21.9) (26.2) 
(b) Loss for the period: 
Loss for the period from the commencement of operations 
on June 23, 1997 to December 31, 1997, as previously stated $ (24.7) 
Adjustment to reflect reorganization: 
Interest expense on Series A Subordinated Notes which upon 
reorganization is classified as a distribution 19.4 
Income tax benefit relating to interest on Series A Subordinated Notes (4.2) 


Other, including amortization of debt issue costs incurred upon the issue 
of Series A Subordinated Notes which upon reorganization 
are classified as unitholders’ equity issue costs 0.6 


Loss for the period from the commencement of operations on June 23, 1997 to 
December 31, 1997, as restated $ (8.9) 


3. Significant accounting policies: 


(a) Basis of consolidation: 
The consolidated financial statements include the accounts of the Company and its subsidiaries. All significant intercompany 
transactions and balances have been eliminated. 


(b) Inventories: 
Inventories other than supplies, which are valued at cost, are valued at the lower of average cost and net realizable value. 


(c) Capital assets: 


Capital assets are stated at cost; plant and equipment are depreciated on a straight-line basis at rates which reflect estimates 
of the economic lives of the assets based on the following annual rates of depreciation: 


Assets Rate 
Buildings 2.5% - 5% 
Machinery and equipment 5% - 25% 
Other 3% - 20% 


Crown timber tenures are depleted on a systematic manner based on the utilization of the timber resources. Logging roads are 
amortized on a straight-line basis over 12 years, which approximates the utilization of the related timber resources. 


Private timberlands are accounted for using the sustained yield method. Depletion is taken on the capital cost of the private 
timberlands when harvest levels exceed growth on a sustained basis. Yield analyses are conducted at least every five years on all 
private timberlands to determine if a depletion charge is required. 
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(d) Deferred debt issue costs: 
Debt issue costs related to the bank loans and debentures are deferred and amortized over their respective terms to maturity. 


(e) Silviculture costs: 

The Forest Act (British Columbia) requires the holders of timber harvesting licences to assume the cost of reforestation on 

these licences. Accordingly, the Company records the estimated cost of reforestation of these licences as the timber is harvested. 
The portion of this liability representing expenditures projected to take place within the next year is classified as a current 
liability and the remainder is classified as a long-term liability. 


(f) Series A Subordinate Notes: 

As the Company may elect to pay interest on the Series A Subordinate Notes in common or preferred shares of the Company and 
may elect to pay the principal amount of the Series A Subordinate Notes in common shares of the Company, the $625.0 million 
principal amount of the Series A Subordinate Notes has been classified as equity for accounting purposes, and interest thereon, 
on an after tax basis, is charged directly to distributions in excess of earnings as a distribution. 


(g) Income taxes: 
The Company accounts for income taxes using the deferral method. For interest on the Series A Subordinate Notes that is 
charged directly to distributions, the income tax benefit thereon is also charged directly to distributions in excess of earnings. 


(h) Foreign currency transactions: 

Monetary assets and liabilities denominated in foreign currencies are translated at the period-end exchange rates. Gains or losses 
on translation of current assets and current liabilities are reflected in net earnings for the period. Revenues and expense items 
denominated in foreign currencies are translated at rates of exchange prevailing during the period. 


The Company uses hedging arrangements to reduce its exposure to fluctuations in the Canadian/U.S. dollar exchange rate. 
The hedging instruments are recognized in the financial statements when they are settled. 


(i) Post-retirement benefits: 
The Company provides certain health care and limited life insurance benefits to eligible retired employees. The costs of 
providing these benefits are expensed as paid. 


(j) Distributable cash: 

Distributable cash includes consolidated earnings (loss) before income taxes less current income taxes plus depreciation, 
depletion and amortization, proceeds from the sale of certain capital assets net of their gain (loss) on sale, less capital 
expenditures and unusual items. The aggregate annual amount of interest on the Series A Subordinate Notes is $75.0 million 
which is paid from the distributable cash and any deficiency could be paid from the available bank facilities. 


(k) Use of estimates: 

The preparation of financial statements in conformity with generally accepted accounting principles requires management to 
make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosures of contingent assets 
and liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the period 
reported. Actual results could differ from those estimates. Significant accounts requiring the use of management estimates relate 
to the determination of silviculture and environmental liabilities, inventory valuation and rates for depreciation of capital assets. 


(l) Comparative figures: 
Certain 1997 comparative figures have been reclassified to conform with the presentation adopted for the current year. 


4. Business acquisitions: 


TimberWest Forest: 

On June 23, 1997, the Company completed the purchase of all of the outstanding common shares of TimberWest Forest for 
aggregate consideration of $676.1 million including $2.0 million of acquisition costs. TimberWest Forest's operations are conduct- 
ed on the coast of British Columbia, where TimberWest Forest owns in fee simple approximately 210,000 hectares of private 
timberlands and two lumbermill complexes and has rights to Crown timber tenures. 
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The operations of TimberWest Forest have been included in these consolidated financial statements from June 23, 1997. 
The acquisition of TimberWest Forest has been accounted for using the purchase method as set out below: 


Net assets acquired, at fair value 
Current assets: 


Cash $ 43.2 
Other 112.0 
Capital assets 610.6 
Other assets 8.5 
774.3 

Current liabilities 63.4 
Long-term silviculture liability 3.4 
Deferred income taxes 31.4 
$0 610-1 


The acquisition was financed as follows: 


Cash $ 319.9 
Bank operating loan 30.8 
Bank bridge loans 175.4 
Bank term loan 150.0 

$2616.41 


Pacific Forest Products Limited: 


On December 10, 1997, the Company completed the purchase of all of the outstanding common shares of Pacific Forest Products 
Limited (“Pacific”) for aggregate consideration of $460.9 million including $32.1 million of acquisition costs. Pacific’s operations 
consist of 124,000 hectares of private timberlands and a dryland log sorting facility on Vancouver Island, British Columbia. 


The operations of Pacific have been included in these consolidated financial statements from December 10, 1997. The acquisition 
of Pacific has been accounted for using the purchase method as set out below: 


Net assets acquired, at fair value: 


Current assets $ 38.2 
Capital assets 442.7 
Other assets 0.7 
481.6 

Current liabilities 16.2 
Deferred income taxes 4.5 
$ 460.9 


The acquisition was financed as follows: 


Cash $ 281.4 
Bank operating loan 4.5 
Bank term loan 175.0 

$ 460.9 


5. Inventories: 


ane 1998 1997 
Logs : $ 41.5 $ 62.0 
Lumber 9.5 7) 
Supplies toy 2nd 
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6. Capital assets: 


Accumulated Net 
1998 Cost depreciation book value 
Property, plant and equipment: 
Lumbermills $ 36.4 $ BR $ Bae 
Logging buildings and other equipment 32.6 8.1 24.5 
Other equipment and facilities 2.8 0.3 As 
Land 43.0 ~ 43.0 
So 114.8 Salo 103.2 
Timberlands (including $842.4 million of 
private timberlands) and logging roads 
(net of depletion and amortization) 924.4 
$ 1,027.6 
Accumulated Net 
1997 (restated - note 2) Cost depreciation book value 
Property, plant and equipment: 
Lumbermills $ 36.4 $ 1.0 $ 35.4 
Logging buildings and other equipment BEE 2.6 29.1 
Other equipment and facilities 2.8 0.1 2, 
Land 47.5 = 47.5 
Sead i84 $ 3.7 114.7 
Timberlands (including $842.4 million of 
private timberlands) and logging roads 
(net of depletion and amortization) 924.3 
$ 1,039.0 
7. Other assets: 
1998 1997 
(restated - note 2) 
Deferred debt issue costs and discount, net $ 10.1 $ 9.3 
Stapled Unit purchase loans 5.9 2.8 
Non-interest bearing promissory notes due in instalments 3.9 Bail 
Other 10.0 US 
$ 29.9 SO 247 


The non-interest bearing promissory notes due in instalments have a face value of $6.0 million (1997 - $11.4 million) with 
repayments of $1.5 million on January 1 in each of the years 1999, 2000, 2001 and 2002 and have been discounted to their 
present value. The portion of non-interest bearing promissory notes due within one year has been included in prepaid expenses 


and other current assets. 


Stapled Unit purchase loans are due from employees and former employees and have a term of ten years, are interest free, 

and are secured by Stapled Units acquired with the proceeds of the loans and the proceeds of life insurance. Distributions made 
on the Stapled Units, on an after tax basis, are to be used to reduce the principal balance of the loans. In addition, bonuses 
may be paid to certain of the individuals depending upon the performance of the Company and the amount of such bonuses, on 
an after tax basis, is to be used to reduce the principal balance of the loans. The market value of Stapled Units held as security 


for the loans at December 31, 1998 was $4.4 million. 
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8. Bank loans: 


The Company has a Term Loan facility for up to $201.8 million (1997 - $325.0 million) and an Operating Loan facility for up to 
$75.0 million. Both facilities are revolving and unsecured. 


The facilities currently bear interest either at the lender's rates for Canadian prime or U.S. base rate loans or at Bankers’ 
Acceptance rates or at LIBOR plus applicable margins. 


The Company has borrowed by way of Bankers’ Acceptances under the facilities with a weighted average interest rate of 5.69% 
(1997 - 5.29%) under the Term Loan and 5.65% (1997 - 5.10%) under the Operating Loan. 


The Operating Loan matures June 30, 1999 and is renewable annually. The Term Loan matures June 30, 2001. 


9. Debentures: 


During the year ended December 31, 1998, the Company issued 6.5% Debentures with a face value of $125.0 million for total 
consideration of $124.4 million. The 6.5% Debentures mature on March 3, 2003, are unsecured and unsubordinated and rank 
senior in priority to the Series A Subordinate Notes and equally with indebtedness of the Company under its bank debt facilities. 


10. Unitholders’ equity: 
(a) Authorized share capital: 


4,997,500,000 common shares without par value 
1,600,000 class A preferred shares with a par value of $1.00 each 


5,000,000,000 class B preferred shares without par value of which the following have been designated in series: 
32,500,000 _ series A preferred shares 
16,000,000 series B preferred shares 
1,539,000 series C preferred shares 
65,840,000 series D preferred shares 
10,000,000,000 __ preferred shares with a par value of $0.024456 each 


(b) Stapled Units: 


The Company has issued 69,608,360 Stapled Units, each Stapled Unit consisting of approximately $8.98 face amount of Series A 
Subordinate Notes, 100 preferred shares and one common share, as follows: 


Number of Series A Preferred Common Issue Total 
Oo el Stapled Units Subordinate Notes shares shares costs Stapled Units 
Period ended December 31,1997 
(restated - see note 2): 
Issued at $10 per unit 33,537,960 $2999206.3 no 66.6. S25 eS (8.0) $ 327.4 
Issued at $12.75 per unit 15,700,000 shoul al 47.8 - (3.3) 195.6 
Issued at $13.50 per unit 20,370,400 207.6 62.0 6.7 (14.9) 261.4 
Return of capital = - - (6.2) 6.2 A = 
Balance, December 31, 1997 69,608,360 625.0 170.2 15.4 (26.2) 784.4 
Year ended, December 31,1998: 
Cost of reorganization and 
issuance of Stapled Units | - - - - (1.2) (1.2) 
Balance, December 31, 1998 69,608,360 $ © 625.0. $7025 Soa ee See $ 783.2 


The securities comprising a Stapled Unit trade together as Stapled Units and cannot be transferred except with each other as 
part of a Stapled Unit until the date of maturity of the Series A Subordinate Notes or the payment of the principal amount of the 
Series A Subordinate Notes following an event of default and expiration of a remedies blockage period. 


(i) Series A Subordinate Notes: 


cw on Cee i ee. Amount 


NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 


42 


Each Series A Subordinate Note has been issued with a face amount of $8.978896569 entitling the holder to an interest 
payment per unit of $1.077456788 per annum (12%). 


The Series A Subordinate Notes are unsecured and subordinate to the Term Loan and Operating Loan facilities and the 
Debentures. The principal amount of the Series A Subordinate Notes plus accrued and unpaid interest thereon are due on 
August 31, 2038, unless such date is extended by the Company at the time of the issuance of additional Subordinate Notes to a 
date not later than the earlier of: (i) the date of maturity of such additional Subordinate Notes; and (ii) August 31, 2048, and 
will be payable by cash or, at the option of the Company, by delivery of common shares to the Subordinate Note Trustee for 
the benefit of the holders of the Subordinate Notes. 


(11) Preferred shares: 


Number of shares Amount 


6,960,836,000 S$. 110.2 


Preferred shares issued in exchange for common shares 


The holders of the preferred shares are entitled to the receipt of dividends as may be declared by the Board of Directors from 
time to time and are not entitled to any voting rights except as may be provided under the Company Act. The preferred shares 
may be redeemed at the option of the Company in whole at any time or in part from time to time at the par value of 
$0.024456 per share. 


(ii) Common shares: 


Number of shares Amount 
Issued on June 23, 1997 666,000 $ 66.6 
Issued on December 10, 1997 10,982,668 109.8 


Less return of capital - (6.2) 


Balance at December 31, 1997, as previously stated 11,648,668 170.2 
Adjustments to reflect reorganization: 
Common shares exchanged for preferred shares (11,648,667) (170.2) 
Subdivision of remaining common shares 69,608,359 - 


Adjustment to carrying value of common shares - 15.4 


Balance December 31, 1997, 
as restated, and 1998 


69,608,360 $ 15.4 


(c) Class B preferred shares issuable in series: 


Number of shares 


Series A Senes B Series C Senes D Amount 
Issued on June 23, 1997 15,000,000 - - - 150.0 
Issued on June 23, 1997 - 16,000,000 - - 160.0 
Issued on June 23, 1997 - - 1,539,000 - 1534 
Issued on June 23, 1997 - - - 26,627,950 266.3 

Conversion of series B to 
series A preferred shares 11,500,000 (11,500,000) ~ - - 

Conversion of series C to 
series D preferred shares - - (1,539,000) 1,539,000 - 
Redemption - (4,500,000) - - (45.0) 
Issued on December 10, 1997 6,000,000 - - - 60.0 
Issued on December 10, 1997 - - - 34,333,050 343.3 
32,500,000 a - 62,500,000 950.0 

Less preferred shares owned by the Company’s subsidiaries 


Balance, December 31, 1997 and December 31, 1998 
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(d) Class A preferred shares: 


Number of shares Amount 
Issued during the period January 31, 1997 to 
December 31, 1997 1,600,000 $ 1.6 
Redeemed during the period January 31, 1997 
to December 31, 1997 (1,600,000) (1.6) 


Balance December 31, 1997 and 1998 = $ 2 


11. Earnings (loss) per Stapled Unit and equivalent and components thereof: 


Earnings (loss) per Stapled Unit and equivalent and the components thereof for the year ended December 31, 1998 have been 
calculated on a weighted average of 69,608,360 common shares and Stapled Units outstanding (1997 - 37,671,000) as follows: 
For the period from 


commencement of operations on 
Year ended December 31,1998 June 23, 1997 to December 31, 1997 


Per unit Per unit 
Amount amounts Amount amounts 
Net earnings (loss) for the period $ 21.8 $ (8.9) 
Less: 
Distributions on Series A Subordinate Notes $775.0 $ 19.4 
Tax benefit thereon (22.0) (4.2) 
53.0 (15.2) 
Loss attributable to the common shares 
(and loss per common share and equivalent) (31.2) $ (0.45) (24.1) $ (0.64) 
Earnings attributable to the Series A Subordinate 
Notes (and per Stapled Unit and equivalent) 75.0 $ 1.08 19.4 $ 0.52 
Earnings (loss) available for distribution 
attributable to the Stapled Units 
(and per Stapled Unit and equivalent) $ 43.8 $ 0.63 $ (4.7) $7 (0312) 


12. Write-down of capital assets: 


On December 22, 1997, TimberWest Forest entered into an agreement to sell its woodland operations on the Queen Charlotte 
Islands of British Columbia. Accordingly, the assets agreed to be sold have been written down to their estimated net realizable 
value. Completion of the transaction is subject to the satisfaction of a number of conditions including the approval by the 
Ministry of Forests of British Columbia to the transfer of the Crown timber tenures associated with these operations. 
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13. Income taxes: 


The Company's effective income tax rate differs from the Canadian statutory income tax rate. 
The principal factors causing the difference are as follows: 


For the period from 
commencement of operations on 


Year ended December 31,1998 June 23, 1997 to December 31, 1997 
Statement of Statement of 
operations _ Distributions Total operations Distributions Total 
Earnings (loss) 
before income taxes $ 43.0 $ - $ (7.9) $ ~ 
Interest on Series A Subordinate Notes - (75.0) - (19.4) 
$ 43.0 $ (75.0) $ (7.9) $ (19.4) 
Income tax expense (benefit) 
at statutory rates (45.6%) $ 19.6 $ (34.2) $ (14.6) $ (3.6) $ (8.8) $ (12.4) 
Large corporation tax 3 = 13 0.6 = 0.6 
Non-deductible expenses 0.3 - 0.3 2.0 ~ 2.0 
Manufacturing and processing deduction - - ~ 0.6 - 0.6 
Tax losses not recognized - 1232 2k 1.4 4.6 6.0 
Income tax expense (recovery) $ 21.2 $ (22.0) $ (0.8) SaelG $ (4.2) Bs (G2) 
Income and other taxes are represented by: 
Large corporation tax $53 $0.6 
Deferred income tax (2.1) (3.8) 
Income tax benefit on interest 
on Series A Subordinate Notes 
charged directly to distributions 22.0 4.2 
Income tax expense $2152 ee) 


14. Pensions and employee contracts: 


The Company, through its subsidiaries, maintains pension plans which inelude defined benefit and defined contribution segments 
available to all salaried employees and to hourly employees not covered by union pension plans. Based on the most recent 
actuarial valuations of these plans as of December 31, 1998, there was no unfunded liability for past service. 


Utilizing management estimates, the status of the defined benefit pension plans as at December 31, 1998 is as follows: 


1998 1997 
Present value of accrued pension benefits $ 88.9 $ 86.8 
Pension fund assets Se 015s eS 98.8 


Unionized employees of the Company's subsidiaries are members of industry-wide pension plans to which the Company 
contributes a pre-set amount per hour worked by an employee. The Company has no further obligations relating to the pension 
benefits of its unionized employees. 


In 1998, the Board of Directors determined that it was in the best interests of the Company and its holders of Stapled Units 
that the Company retain and encourage the continuing service and retention of its officers and senior management. Accordingly, 
the Company entered into agreements with some of its officers and senior managers providing a supplement to the severance 
entitlements to which these officers and members of senior management are entitled under their regular employment 
arrangements. 
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15. Segment information: 


The Company has adopted new accounting standards requiring segment disclosures using the management approach. 
The Company has one reportable segment, being solid wood, identified based on the way that management organizes its 


business for making operating decisions and assessing performance. 


Net sales by product are as follows: 


Year ended December 31,1998 


For the period from 
commencement of operations on 
June 23, 1997 to December 31, 1997 


Logs Soe S20K7 Sa el 22e 
Lumber 59.6 40.0 
Real estate 9.6 Boll 
Wood chips and other 9.9 3.8 

$ 399.8 $ 169.6 


Net sales by geographic area are as follows: 


Year ended December 31,1998 


For the period from 
commencement of operations on 
June 23, 1997 to December 31, 1997 


Canada iS 8 ZIG $ 123.9 
Japan 105.4 341 
Australia 9.5 7.0 
Belgium 6.1 4.3 
United States 65) 0.3 
Other 0.6 - 

$ 399.8 $ 169.6 


All of the Company’s assets are located in British Columbia, Canada. 


The Company had sales to one customer which amounted to approximately $49.5 million for the year ended December 31, 1998 
(1997 - $16.2 million). 


16. Fair value of financial instruments: 


The carrying value of cash and short-term investments, accounts receivable, accounts payable and accrued liabilities and 
distribution payable approximate their fair value due to the short maturity of these instruments. 


The carrying value of the non-interest-bearing promissory notes receivable approximate their fair value as they are recorded at 
discounted amounts based on rates that approximate market rates. 


The carrying value of bank loans and the Series A Subordinate Notes approximate their fair value as they bear interest at rates 
that approximate market rates. 


At December 31, 1998, the Company's 6.5% Debentures had a carrying value of $125.0 million and a fair value of $122.4 million. 
The fair value of the debentures was estimated based on quotes provided by financial institutions at December 31, 1998. 


At December 31, 1998, TimberWest Forest had a pay-fixed interest rate swap with a notional value of $100,000,000, a fixed rate 


of 6.85% and a maturity date of May 11, 2000. The carrying value of the interest rate swap was nil and the fair value was $(2.6) 
million. 


At December 31, 1998, the Company had contracted for $7.7 million (U.S. $5.0 million) of United States dollar foreign exchange 
contracts at an average rate of $1.5435 expiring at various dates through January 1999. 
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17. Contingencies: 
(a) Legal claims: 


On October 29, 1997, Slocan Forest Products Ltd. (“Slocan”) filed a writ and statement of claim in the Supreme Court of British 
Columbia claiming damages arising out of the purchase by Slocan in June of 1997 of TimberWest Forest’s lumbermill and logging 
operations at Mackenzie, British Columbia. The amount of damages claimed by Slocan in the writ and the statement of claim is 
not stated. However, on the basis of discussions with Slocan and previous correspondence from Slocan, TimberWest Forest under- 
stands that the amount of the damages that Slocan is seeking is in the range of $3 million. A trial date of April 2000 has been 
set for this matter. It is the position of TimberWest Forest that the claim is without merit. 


The Company is subject to other legal proceedings and claims which arise in the ordinary course of its business. Although there 
can be no assurance as to the disposition of these matters and the proceedings, it is the opinion of the Company’s management, 
based upon the information available at this time, that the expected outcome of these matters, individually or in aggregate, 
will not have a material adverse effect on the results of operations and financial condition of the Company. 


(6) Year 2000 Issue: 


The Year 2000 Issue arises because many computerized systems use two digits rather than four to identify a year. Date-sensitive 
systems may recognize the year 2000 as 1900 or some other date, resulting in errors when information using year 2000 dates is 
processed. In addition, similar problems may arise in some systems which use certain dates in 1999 to represent something 
other than a date. The effect of the Year 2000 Issue may be experienced before, on, or after January 1, 2000, and, if not 
addressed, the impact on operations and financial reporting may range from minor errors to significant systems failure which 
could affect an entity's ability to conduct normal business operations. It is not possible to be certain that all aspects of the 
Year 2000 Issue affecting the Company, including those related to the efforts of customers, suppliers or other third parties, 

will be fully resolved. 


NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 


47 


DIRECTORS 


Brown "1)(2)(3) 


William C. 


Director 


Following a lengthy 
career in the Canadian 
sugar industry, Mr. Brown 
» retired as Chairman of 
BC Sugar in 1998. Until 
1997, he was President 
and CEO of BC Sugar, 

as well as Chairman and 
CEO of its subsidiaries: Rogers Sugar 
Ltd., Lantic Sugar Ltd. and Refined 
Sugars Inc. 


Mr. Brown is a director of Westcoast 
Energy Inc., Duke Seabridge Ltd., Coast 
Tractor and Equipment Ltd., and Harmac 
Pacific Inc. He has served as Vice 
Chairman of the Business Council of 
B.C., director of the Vancouver General 
Hospital Foundation and trustee of the 
National Institute of Nutrition. He is a 
past Chairman of the Canadian Sugar 
Institute and of the World Sugar 
Research Organization. 


Thomas A. Buell (2) 


Director, Interim President and CEO 


Mr. Buell’s expertise 
in the Canadian forest 
industry was gained 
primarily at Weldwood 

f Canada Limited, an 
integrated forest products 
company. Mr. Buell joined 
Weldwood in 1964, 
serving as President and CEO from 1975 
to 1992, and Chairman of the Board 
from 1979 to 1996. He continues to 
serve as Director/Consultant of the 
company. 


Mr. Buell is a director of Placer Dome 
Inc., B.C. Gas Inc., TransMountain Pipe 
Line Company Ltd., Air Liquide Canada 
Inc., UBS Bank (Canada), Lafarge 
Corporation, CanWel Distribution 
Limited, Pacific Salmon Foundation, 
Vancouver Foundation, Forest History 
Society, and St. Paul’s Hospital 
Foundation. He is also a member of the 
Advisory Council, Faculty of Commerce 
and Business Administration, University 
of British Columbia. 


V. Edward Daughney “) 


Director 


Mr. Daughney has been 
the Principal and 
President of Ment 
Kitchens Ltd., McDonald 
_| Supply and CanWest 

Wholesale since 1989. 
Merit manufactures 
kitchen cabinets and dis- 
tributes them throughout Western 
Canada, the United States and Japan. 
Prior to 1989, Mr. Daughney served as 
President of First City Trust and Roxy 
Petroleum. 


Past Chairman of the Export Development 
Corporation, Mr. Daughney has also 
served as a director of a number of 
Canadian companies. 


Paul J. McElligott (1)(2) 


Director 


President and CEO of 
British Columbia’s BC Rail 
Group of Companies since 
1989, Mr. McElligott has 
extensive experience in 
B.C’s real estate, rail 
transportation, and 

deep sea port terminal 
Spertoes sectors. Prior to joining BC 
Rail, he was President of Voyageur 
Enterprises Ltd., North America’s third 
largest inter-city bus company. 


Mr. McElligott is a director of the 
Railway Association of Canada, the 
Western Transportation Advisory Council, 
the Vancouver Board of Trade, the 
Canada-Japan Society, the Greater 
Vancouver Gateway Council and the 
Business Council of British Columbia. 


Anthony J. Petrina (2)(3) 


Director 


Former President, CEO 
and director of Placer 
Dome Inc., Mr. Petrina 
is a leading Canadian 
expert in mining. He 
retired in 1992, following 
32 years with Placer 

ss Dome, and more than 
four decades in the mining industry. 


Mr. Petrina is a past Chairman of both 
the Mining Association of B.C. and the 
Mining Association of Canada. He is a 
director of WAJAX Ltd., INMET Mining 
Corp., Miramar Mining Corp. and Pacific 
Rim Mining Corp., and a former member 
of the Queen’s University Advisory 
Council on engineering. 


Kenneth A. Shields ()@) 
Director 


Mr. Shields is Chairman 
and CEO of Goepel 
McDermid Inc., a leading 
Canadian investment 
firm. He has been 
an active member of 
Western Canada’s 
business and financial 
community for over 25 years. 


A past Governor of the Vancouver 
Stock Exchange and past President 
of the Vancouver Society of Financial 
Analysts, Mr. Shields is Chairman of 
the Investment Dealers Association 
of Canada and a member of the 
Association’s Executive Committee. 
He is also the Chairman of the 

Board of Pacifica Papers Inc. 
(formerly MB Paper). 


(1) Member of the Audit Committee 
(2) Member of the Environmental Committee 
(3) Member of the Governance, 
Human Resources and Nominating Committee 
(4) Chairman of the Board of Directors 


The Company does not have an Executive 
Committee of the Board. 
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On April 5, 1999 Scott A. Folk will join the 
Company as President and Chief Executive 
Officer. At that time Mr. Folk will become a 
member of the Board of Directors. 


OFFICERS 


Erik Bentsen 


Campbell River, British Columbia 
Senior Vice-President, Coastal Logging 


Thomas A. Buell 


Delta, British Columbia 
Interim President & CEO 


Gary D. Cowan 


West Vancouver, British Columbia 
Senior Vice-President, Real Estate 


Peter J. Denis 


Vancouver, British Columbia 
Director, Human Resources 


James Logan 


West Vancouver, British Columbia 
Senior Vice-President, Finance 
and Chief Financial Officer 


Donald E. McMullan 


Vancouver, British Columbia 
Vice-President and Chief Forester 


Beverlee F. Park 


West Vancouver, British Columbia 
Controller/Secretary 


Ronald G. Sangster 


North Vancouver, British Columbia 
Senior Vice-President, 
Marketing 


Larry C. Promnitz 


Coquitlam, British Columbia 
Director, Business Planning 


CORPORATE INFORMATION 


Head Office 


TimberWest Forest Corp. 

Suite 2300 - 1055 West Georgia St. 
P.O. Box 11101 

Vancouver, BC V6E 3P3 


Telephone 604 / 654 4600 


Visit us at our web site: 
www.timberwest.com 


Forest Operations 


Beaver Cove 

P.O. Box 9000 

Port McNeill, BC VON 2RO 
Telephone 250 / 928 3023 


Cowichan Woodlands 

9370 S. Shore Road 
Mesachie Lake, BC VOR 2G0 
Telephone 250 / 749 7700 


Honeymoon Bay 
Crofton, BC VOR 1RO 
Telephone 250 / 749 6805 


Johnstone Strait 

P.O. Box 2500 

Campbell River, BC V9W 5C5 
Telephone 250 / 287 9181 


Mount Newton Seed Orchard 
R.R. No. 2 

Saanichton, BC VOS 1MO 
Telephone 250 / 652 4211 


Nanaimo Lakes 

5055 Nanaimo River Road 
Nanaimo, BC V9X 1H3 
Telephone 250 / 754 3206 


Oyster River 

P.O. Box 2500 

Campbell River, BC VOW 5C5 
Telephone 250 / 830 2800 


Manufacturing & Shipping Facilities 


Cowichan Lumbermill 
Youbou, BC VOR 3E0 
Telephone 250 / 745 3311 


Elk Falls Lumbermill 

#1 Quality Drive 

P.O. Box 3300 

Campbell River, BC VOW 8A3 
Telephone 250 / 287 5700 


Stuart Channel Wharves 
P.0. Box 40 

Crofton, BC VOR 1RO 
Telephone 250 / 246 3234 


Marketing Contacts 


Lumber Marketing 
Telephone 604 / 654 4530 
Facsimile 604 / 654 4632 


Log Marketing 
Telephone 604 / 654 4545 
Facsimile 604 / 654 4554 


Transfer Agent and Registrar 


Montreal Trust at its principal offices 
in Vancouver and Toronto. 


Auditors 


KPMG LLP 
Vancouver, British Columbia 


Securities Listed 


Stapled Units 
(Symbol: TWF.UN) 


The Toronto Stock Exchange 
Investor Relations Contact 


James Logan 

Senior Vice-President, Finance and 
Chief Financial Officer 

Telephone 604 / 654 4600 

Facsimile 604 / 654 4571 

E-mail invest@timberwest.com 


Annual Meeting 


The Annual Meeting of the 
Unitholders will be held on 
Wednesday, April 21, 1999 
at 3:30 p.m. at the 
Terminal City Club 
Vancouver, British Columbia. 


Printed in Canada 


